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The following four articles on the Income Tax are tran- 
scripts from the stenographer’s notes of the addresses delivered 
before the New York Economic Club after dinner at the Hotel 
Astor on the evening of March 24, 1910. The subject of the 
debate was: “Should the Pending Amendment to the Constitu- 
tion Permitting a Federal Income Tax be Adopted?” Mr. 
Purdy and Senator Borah defended the affirmative; Messrs. 
Fox and Guthrie the negative. Mr. Francis Lynde Stetson, 
President of the Club, was in the chair, and 900 members were 
present. On account of the importance of the topic, and the 
thoroughness and ability with which it was handled, Tue 
JouRNAL is glad to give the addresses a larger audience. The 
address of Mr. Lawson Purdy has been revised and condensed 
by the speaker. The others are essentially in their original form. 
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Insert No Ambiguity Into the Constitution. 


By Austen G. Fox, 
of the New York Bar. 


Mr. President, and gentlemen of the Economic Club: I am 
an unexpected addition to the list of speakers, and probably there 
is no one who regrets more than I do, that in place of listening to 
one of the many gentlemen who had been invited ahead of myself, 
you are now to listen to me, on a notice so short that I feel 
myself justified in repeating the famous phrase, the inventor of 
which was he whom, if he had accepted, you would have had 
great pleasure in listening to—Mr. Choate—who said at the time 
of the celebration of the 100th anniversary of the founding or 
the adoption of the Constitution that he came to the meeting with 
his side almost bleeding from the “spur of the moment.” 
(Laughter.) We bleed together! 

Shall the sixteenth proposed amendment to the Federal Con- 
stitution be rejected or adopted? I take it that we are not here 
to discuss the question whether in our opinion the income tax 
is or is not a desirable form of taxation. I might be, and we 
might all be, prepared to say that we thought it was, and yet 
we might all unite in voting against the writing into the Con- 
stitution of the clause which it is now proposed to insert in that 
instrument. 

In May, 1787, there met in Philadelphia a convention that 
spent four months and more in unremitting labor. On the 17th 
September, 1787, they signed a proposed constitution for the 
United States. Franklin is reported to have said, as the mem- 
bers stood around the table signing the document, that he had 
often wondered whether the sun which was represented behind 
the chair in which Washington sat would prove to be a rising, or 
a setting, sun. And now that the constitution was signing he 
said: “I know that it is to be a rising sun.” Are we quite sure 
that it would have been a rising sun, had that instrument con- 
tained the words which we are invited to write into it? 

Washington, in his diary, says that the delegates dined to- 
gether. He then goes on: “After which I returned to my lodg- 
ings, did some business with, and received some papers from, the 
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secretary of the convention, and retired to meditate upon the 
momentous work which had been executed.” Such was the 
deliberation and the gravity of the men to whom we owe our 
fundamental law. 

I shall content myself largely with a statement of facts. 
What is the present amendment, and what does it mean? In 
the first place, for the first time in our history, we are invited to 
clothe the central government with a power of taxation, un- 
limited. 

You know that there were two great compromises that under- 
lay the contract of the Union. The one was that the smallest 
States should have equal suffrage with the largest, in the Senate, 
and the only respect in which the Constitution cannot be amended 
to-day is that no State without its consent shall be deprived of 
equal suffrage in the Senate. The other compromise was that 
representation and taxation, as it has been said, were to go hand 
in hand. The compromises were inserted and they are there to- 
day. Shall we take one of them out? 

With respect to taxation there are two limitations upon the 
central government. One provides that direct taxes shall be 
apportioned according to population; the other relates to the 
only other form of taxation known to the law, indirect taxation, 
duties, imposts and excises, and declares that they shall be uni- 
form. Now, in express terms, we are invited to eliminate all 
restrictions in regard to direct taxation and the requirement of 
uniformity now applied to direct taxes. So that, if we were to 
write this Constitution anew to-day, we should be invited to give 
to the American Congress a power to tax us unlimited by either 
one of these two provisions. That is the first respect in which 
the proposed amendment alters the Constitution. There is an- 
other one in regard to which we all agree, I think. Every sov- 
ereign State is absolutely free in exercising that great attribute 
of sovereignty, the right to borrow money, and whether we look 
to Hamilton, or whether we look to Mr. Root to-day, or to Mr. 
Chief Justice Marshall, all agree that anything that shall impair 
in the slightest degree that great power, to that extent destroys 
the sovereignty that seeks to exercise it. 

Now, we are told, “Oh, well, if it were put in the Constitution 
that the Federal Congress shall have power to tax incomes from 
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whatever source derived, the Supreme Court will come to your 
aid and say, ‘You don’t mean what you said. You only mean 
from “almost” every source, when you said from “every source,” ’ 
and we have the authority of the junior Senator for that propo- 
sition. 

Well, gentlemen, if I may make a homely illustration, it 
seems to me very much the same as if Mr. Steel and Mr. Selig- 
man were sitting around that table in front of me on opposite 
sides of an intending contract, and Mr. Seligman’s counsel says 
to him, “Why, Seligman, do you mean to give Steel the power 
that is in that contract as it is written now?” And Mr. Seligman 
says, “Why, no, I don’t mean that.” “Then you had better not 
sign it.” That is what Governor Hughes tells us, but it turns 
out that Mr. Steel has a lawyer whose name is Root (laughter) 
on the other side of this proposition, gentlemen, and Mr. Root 
says, “Why, Seligman, don’t you pay any attention to your 
counsel, He says if you write that contract the courts will con- 
strue it that way. I tell you it is not so,” and so Seligman takes 
the advice of Steel’s counsel and writes into the contract what 
he does not mean in the hope that the courts will hold he meant 
something else. 

That is the situation, gentlemen, and if there be one reason 
stronger than any other, it is this, that we shall not deliberately 
write, for the first time, into the Constitution of the United 
States an ambiguity. (Applause.) 

Now, I didn’t have much time, but I went to the Bar Associa- 
tion, and went to the original sources, following out the method 
taught in the Harvard Law School (laughter), and I have told 
you of the deliberation and gravity which attended the conven- 
tion that framed this Constitution. Now I am going to ask you 
to look upon another scene, the Senate of the United States, and 
in order that I might not trust my memory—for I once heard it 
said upon the stage that memory was a poor diary—I will quote 
from the Congressional Record. I am going to give you a part 
of the history of this amendment, which, when it has been beaten, 
will be stored away and labeled, the impromptu amendment. 
Senator Brown, April 27, 1909, introduced the resolution No. 39, 
giving “power to levy and collect taxes on incomes and inheri- 
tances,” in order “to reach the luxurious incomes of this 
country”—there we have the motive. June 17, it was amended 
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and referred, not to the committee on the judiciary, although it 
related to a proposed change in the fundamental law, but to the 
committee on finance, where we have perhaps another illumi- 
nating act. Then the resolution comes out, and what says Senator 
Aldrich? He said then, in precise language, “I should be glad 
to have this disposed of without debate” (laughter) ; and again he 
said, “I shall call it up at the first convenient period and have it 
disposed of without debate.” 

That was no threat, gentlemen, it was a prophecy (laughter), 
for Senator Brown said on the following Saturday, “I ask the 
unanimous consent that the joint resolution be laid before the 
Senate and that a vote be had thereon immediately.” (Laughter. ) 
This is an age, gentlemen, of rapid transit! Then said Senator 
Aldrich, “I have no objection, with the understanding that there 
is to be no discussion or the discussion must be limited ; of course 
that must be understood.” And it was passed without debate— 
with our junior Senator silent in his chair. 

It then went to the House, and what is the record in the 
House? On July 12, 1909, Mr. Payne asked the unanimous con- 
sent to consider Senate resolution No. 40. Going back for a 
moment, gentlemen, so little did they know what they were 
about in the Senate that one Senator on July 5 arose and moved 
an amendment to Senate resolution No. 39, and the Vice-Presi- 
dent had to inform him that it was not under debate—it was 
resolution No. 40. 

July 12, Mr. Payne said: “I am willing to have any reason- 
able time for debate, if we can have a conclusive vote upon tlie 
subject to-day. As far as I am concerned, personally, my pres- 
ence is desired at the other end of the Capitol, or at least it seems 
necessary, on account of the conference on the tariff bill.” 

Mr. Clark, of Missouri, applied for two hours’ time. Mr. 
Payne: “I will suggest one hour and a half.” Mr. Clark, with 
pathos: “Let us have two hours,” but they didn’t get it. They 
got one hour and three-quarters on the one side and two hours 
on the other, Mr. Payne saying, “The vote must be taken not 
later than 4 p. m.,” and it was taken, not later than 4 p. m. 

This justifies what was said by Mr. McCall, of Massachu- 
setts: “For the House to perform its part in such a solemn 
transaction as amending the Constitution of the United States 
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without having the form of the amendment seriously considered 
by one of its committees strikes me as a proceeding of extraor- 
dinary levity’—a form—in which “it has been, I may say, ex- 
temporized or improvised.” Was he not right, gentlemen? Are 
we not considering an improvised amendment to the Constitution 
of the United States? And yet we are asked to vote for this, 
and people will tell you, and you hear them say it all over the 
land to-day, “Why, the action of the Federal Legislature was 
almost unanimous upon it.” Mr. Clark, of Missouri, said: “I 
do not suppose there are going to be many votes on the floor of 
the House against this proposition, because if this proposition 
should be defeated here to-day the chances are that this confer- 
ence which is going on between the two houses on the tariff bill 
will last until the first Monday of December,” and it was getting 
dreadfully hot in Washington in July. (Laughter.) Mr. Bailey, 
of Texas, is quite justified in saying, “I do not believe in the 
written Constitution because I reverence the wisdom of the dead, 
but because I fear the power of the living.” Have we any reason 
to dread the power of the living? We are told that Congress 
would not exercise this power arbitrarily, or perhaps at all, 
except in time of war. Well, gentlemen, we have yet to learn 
that clothing the National Government with a power is the best 
way of preventing its exercise. (Applause. ) 

Is there to-day any danger that if we clothe Congress with 
_this power that men who represent constituents who will not 
be taxed may be absolutely unwilling to impose the tax upon us 
whom they do not represent? Mind you, there is no limitation. 
It has been boasted by at least one member of the House that if 
they passed the act limiting taxation to all incomes over $10,000 
he doesn’t know a single constituent of his who will have any 
cause to regret the passing of the act. Let me read you what was 
said by Mr. Miller, of Kansas, on July 17: “Whether New Eng- 
land wants an income tax or not, three-fourths of the States out- 
side of New England will vote to change the Constitution. * * * 
The great West and South will control in that matter, and I want 
to suggest, gentlemen of the South, * * * that you go home and 
take care of your legislatures and your States upon this subject, 
and I stand here as a representative of the Republican party of 
the Central West to pledge you my word that the great Western 
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States will be found voting with you for an income tax.” Why 
not? They won’t pay it! 

Gentlemen, they say the country is larger, we have grown, 
conditions have changed since 1789. Have they changed in mat- 
ters relevant to this discussion? It took Adams a week to go by 
coach to Washington, and you may go there now in a day. We 
can go—that is, we can start, for Chicago and get there, if we 
keep going, in eighteen hours, or twenty hours, but what do we 
find when we get there? (Laughter.) Do we find that human 
nature, even east of the Mississippi, has so changed that selfish 
motives no longer control the actions of men? 

Now, what is the purpose of the change? Mr. Clark, of 
Missouri, said this on the floor of the House: “If I were to 
change the size of the exemption at all (it was $5,000) I would 
make it larger rather than smaller; $7,000 would not be an un- 
reasonable amount.” When he was pressed—and I consider this 
the gem perhaps of the Congressional Record—he said, “I would 
fix it for the public good, whatever the figure fixed,” which sug- 
gests the remark that possibly men have been known to confuse 
the attainment of their ambition with the highest good of the 
universe. 

Now, gentlemen, I have not come here, as I told you, to make 
a speech. I have come, and have laid before you some facts of 
the situation. They tell us they need the money. Well, we can 
reply we need a little economy. If, with the aid of the finest 
tariff known to modern times (laughter)—about which some 
doubt to the east of us has recently been expressed—Washing- 
ton is still spending more than it ought, the remedy is plain. 

If the American people feel that the government, in time of 
war, should have the right to lay an income tax, and if we all 
agree that the instrumentalities of the said government ought 
not to be subject to that tax, how easy to say so, and there is to- 
day in the House a resolution to amend the Constitution in lan- 
guage which relieves the present amendment from its ambiguity. 
So, gentlemen, let us all unite in saying—whatever we believe 
about an income tax—we shall not be induced by any plea to put 
for the first time into the Constitution of the United States an 


ambiguity. (Applause.) 








The Income Tax Amendment Should Be Ratified. 


By Lawson Purpy, 
President of the New York City Tax Board. 


Congress has proposed to the States an amendment to the 
Federal Constitution to permit a tax upon incomes without ap- 
portionment among the States in proportion to population. I 
know of no way for Congress to withdraw this amendment, or 
for any State Legislature to bind its successors not to ratify it. 
Under these circumstances any amendment once submitted by 
Congress which merits popular approval seems reasonably cer- 
tain of ultimate ratification. 

There are compelling reasons for the ratification of this 
amendment and no objections have yet been raised which stand 
analysis. 


REASONS FOR RATIFICATION. 


1. For over one hundred years it was universally supposed 
that an income tax was not a direct tax within the meaning of 
the Constitution. On several occasions Congress has levied a 
tax on incomes without apportionment. The Supreme Court 
has held in various cases that a tax on certain kinds of income 
is not a direct tax. It was not until 1894 that the Supreme Court 
gave any indication that a tax on any income would be regarded 
as a direct tax. 

The decision in the Pollock case in 1894 that a tax on the 
income from real estate is a direct tax, renders it impossible to 
frame any proper act for the taxation of incomes for Federal 
purposes without amending the Constitution. The power to levy 
a tax on incomes is an ordinary attribute of sovereignty, which 
every government ought to possess, and every government except 
our own does possess. In the chief countries of the world an 
income tax is part of the ordinary revenue system. 

Every one admits that the United States should in emergencies 
have the power to tax incomes. That admission renders neces- 
sary the ratification of the amendment. 

2. Every one admits that the fiscal system of the United 
States is inferior to that of other important countries, because 
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we make no proper budget, and levy no tax which can be ad- 
justed in accordance with the necessity for revenue. Almost 
every year in the last thirty years the revenue of the United 
States has either been far in excess of its needs, or there has 
been a serious deficiency. Financial crises have been attributed 
to our monetary system which were really due to a deficit or a 
surplus caused by failure to adjust revenue to expenditure. In 
Great Britain the yield of the income tax can be predicted with 
reasonable certainty, and when more revenue is required the 
income tax is raised. If a surplus is anticipated the rate of the 
income tax is reduced. 

Some form of direct taxation, which can be increased or 
reduced as occasion requires, is an absolute necessity if we are 
to have economy in Federal expenditure. Under existing con- 
ditions no body of citizens has any compelling reason to insist 
upon economy. If persons paying an income tax knew that ex- 
travagance meant an increase in the income tax rate all their 
influence would be exerted in favor of economy. 

3. There is a just and urgent popular demand for some new 
revenue to ease the burden of individual taxes, which inevitably 
bear most heavily upon the poor. The protectionist ideal is not 
satisfied by a tariff which yields large revenue, for protectionists 
seek to exclude imports of competing articles, and prefer that 
products not produced in this country should be on the free list. 
The ideal of free traders is no tariff at all and custom houses 
put to a productive use. Neither protectionists nor free traders 
favor a tariff which will be a great revenue producer. Those 
are few in number who advocate a strictly revenue tariff, and 
no one can successfully defend a method of raising revenue 
which increases the cost of the necessaries of life and puts the 
burden of supporting government on the mass of the people in 
proportion to their consumption. Some new source of revenue 
is a necessity in the near future. 

4. There is a demand for taxes proportioned to wealth as 
that term is commonly understood. The income tax seems to be 
the next step in the evolution of taxation. So much favor as the 
barbarous personal tax still has in public opinion is due to the 
sound view that the poor pay too much in taxes and the rich 
too little. It is probable that personal taxes cannot be abolished 
generally until a substitute is found, which the public will believe 
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is imposed upon the rich. It may well be that the imposition of 
an income tax in the United States will effect the disappearance 
of the personal tax just as it did in England. 

The Federal tax on the income of corporations could not 
possibly have been enacted, and would not have been attempted 
if it had not been for the demand for a legitimate income tax. 
The corporation tax has all of the vices and none of the virtues 
of an income tax. The law selects common stockholders and 
imposes the whole burden upon them. The tax is very heavy on 
some common stockholders and very light on others, because of 
the exemption of bondholders and holders of preferred stock. 


OsyecTIONS ANSWERED. 


1. It is alleged that the fathers of the Constitution knew 
what they were doing, and after grave deliberation and for good 
economic reasons provided that direct taxes must be apportioned 
in accordance with the enumeration of the census. This is false 
historically. Gouverneur Morris proposed that taxation and 
representation should go together in order to break the deadlock 
which arose over the representation of the slave states and the 
free states. When this issue was compromised the tax provision 
had no further useful function. There was practically no dis- 
cussion of the tax provision at all. 

It has been gravely asserted that it would be fair to apportion 
direct taxes as the Constitution prescribes. The fact is that a 
tax so apportioned would be so outrageously unjust that it is 
inconceivable that it shall ever again be imposed. Some poor 
states would be forced to pay ten times as much in proportion 
to their wealth as some rich states. A tax that would fall lightly 
in rich states would bankrupt the poor states. 

2. It is objected that the proposed amendment to the Con- 
stitution is bad in form because it will permit the taxation of 
state bonds. Senator Root and Professor Seligmann have shown 
conclusively that the amendment does not have this legal effect. 
It is unfortunate, however, that this is so, for there is no good 
reason for the exemption from the income tax of state or munic- 
ipal bonds. To the extent to which the exemption is of any 
value it discriminates in favor of states and municipalities that 
borrow money and against those that pay as they go. 
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3. It is alleged as though it were an objection that an in- 
come tax is a means of taxing rich states for the benefit of poor 
states. An income tax will certainly enable us to tax, in pro- 
portion to their income, those who get the largest share of the 
annual product, and we can tax them whether they live in 
eastern states or in Europe. The eastern states and Europe are 
the home of those who in effect are absentee landlords. Why 
should they not be required to pay for the support of the United 
States in proportion to the income they receive? 


4. An income tax is said to impose a penalty on thrift and to 
discourage enterprise. So does every tax save a tax on 
monopoly. Taxes on monopoly are the last taxes that these ob- 
jectors want. It is absurd to condemn an income tax which 
rarely ever takes more than 5 or 6 per cent. of income, and 
to condone a tax on a house or on personal property, which takes 
from 20 to 50 per cent. It is true that a tax on the house 
is shifted to tenants, but most people do not regard that as a 
virtue. On the other hand, the personal tax is shifted but slightly 
and confiscates an enormous percentage of the income of those 
least able to protect themselves. In one of the large cities of 
the State of New York, widows and orphans pay a quarter of all 
the personal taxes. In the City of New York estates pay a still 
larger share. 


5. It is alleged that an income tax puts a premium on fratd 
and that it cannot be collected fairly. It is compared with the 
personal tax as we know it in this country. Even if the methods 
of assessing the income tax were no better than the methods of 
assessing the personal tax, the income tax would be vastly better, 
because it is so much lighter and so much more effective. The 
income tax, however, need not be assessed in the crude fashion 
of the personal tax. A comparison of the two forms of taxation 
merely shows ignorance. Three-fifths of the British income 
tax is collected without reliance upon any statement of the per- 
sons whose income is taxed, without inquisitorial procedure and 
with almost absolute exactness. In all cases where it is possible 
the British income tax is collected before the income reaches the 
person entitled to receive it. No state can imitate this method 
because its jurisdiction is not sufficiently extensive, but the 
United States can imitate it and perhaps improve it. 
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The richest men who derive their income mainly from invest- 
ments in the United States would pay an income tax modelled 
on the British plan no matter where they live or to what country 
they owe jurisdiction. The income of such persons is mainly 
derived from interest on bonds and dividends on stock of cor- 
porations, or rents of real estate individually owned. Under the 
British system the corporation must deduct the tax before it 
pays dividends or interest on its bonds. It gives a warrant to 
the person on whose behalf the tax is paid. This warrant is 
returned by the person when he makes his income tax return 
to prove that the tax has been paid in respect to a certain part 
of his income. Tenants of real estate deduct the income tax 
from the rental payment and make the return to the collector on 
behalf of the landlord. 

It is said by some that an income tax is the fairest tax ever 
devised. I do not subscribe to that statement, but it is un- 
doubtedly the fairest tax that is now practicable for federal pur- 
poses in the United States. 














No Taxation Without Representation. 


By Wi iiaAm D. GuTHRIE, 
Of the New York Bar. 


We find embedded in our National Constitution the funda- 
mental provision that taxes and representation are to go to- 
gether. And I think that any of the generation that founded 
our government, if still living, would have been amazed to hear 
to-night that the question of taxation which attracted so much 
attention in the Constitutional Convention, the question which 


was the rock that threatened shipwreck, the question which - 


was the most important of all the questions involved, passed 
with little or no consideration. I have read those proceedings 
blindly, I have read Elliott’s debates blindly, I have read the 
Federalist blindly, if they considered this question of taxation 
and representation of little or no importance. It was the great 
question upon which all parties were debating at the time of the 
formation of the Union. What was that question? We had 
then thirteen States, some with large populations, others with 
small populations; some with great wealth, as Virginia, New 
York, Pennsylvania and Massachusetts, others sparsely settled 
with little wealth. And the great question was, shall we, the 
strong States that have borne the brunt of the Revolution, 
whose treasury has been poured out that the Union might live, 
shall we place our fortunes and our property at the mercy of 
perhaps an irresponsible majority? The small States wanted 
a representation in the Senate equal to that of Virginia, Massa- 
chusetts, New York, Pennsylvania, and there was a compromise. 
The compromise was that in the House of Representatives, 
where all tax measures had to originate, the representation should 
be according to taxation, so that it might be established as a 
cardinal feature of the whole system of National Government 
that the men who were voting to impose direct taxes should be 
compelled to impose those taxes proportionately upon their 
constituents. Washington and Hamilton and all the great 
men of that inspired generation felt that there must be some 
restraint, and that, constituted as humanity is, the effective 
and only permanent restraint would be to compel the men who 
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laid the taxes to be responsible to their constituents, and that 
no contingency should ever arise when the majority should vote 
taxes their constituents would not pay, and throw them upon 
the minority of the country. 

Now, what is this government of ours? We are told that in 
other countries the national governments have unlimited power 
to levy income taxes, and also power to levy direct taxes. So 
has the government of the United States! If it will only observe 
the covenant to the Constitution and apportion those taxes. 
Why did Hamilton, why did Washington, why did great men 
sitting in Philadelphia throughout the summer of 1787 retain in 
the States the power to levy direct taxes and insist that the 
_ National Government, if it laid direct taxes, should apportion 
them? 

We were giving up—we of the thirteen original States— 
we were giving up to the National Government the exclusive 
power to lay duties upon imports. We were giving up to the 
National Government the power to levy excises and imposts 
and duties of all forms. We were giving them power to tax 
every business that might be established in the United States, 
every form of carrying on transactions, every profession, every 
calling, every employment; and the National Government has 
the power to-day, and can exercise it by an income tax, without 
any amendment to the Constitution. (Applause.) 

But, as Hamilton pointed out, the States were to perform 
the principal functions of government. The States were to per- 
form the function of police. The States were to provide schools, 
and colleges, and asylums, and hospitals. The States were to 
furnish money for public improvements. The States were to 
furnish funds for conservation. The States were to perform 
nine-tenths of the duties performed by the national governments 
in other countries, and for that purpose property in the States 
were to be reserved as the source from which to collect the neces- 
sary taxes. If necessary—af necessary—to save the Union, you 
can take every dollar we have, every penny that we have, but 
don’t lay a direct tax until you have exhausted every other source 
of revenue; and if you lay such a tax, apportion it according 
to population. Leave the direct taxes to us, the States, to en- 
able us to perform the functions of government, but if you find 
duties and excises insufficient, if war comes, and you need to levy 
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a direct tax upon our property, then levy it by apportionment. 
But don’t levy it as long as the other sources of taxation are 
abundant. (Applause.) 

The fathers knew that the National Government would 
be supreme, that there might be a clash in taxation, and that if 
there was a conflict of taxation, the national tax would take 
precedence. They intended to establish, as Chief Justice Chase 
said, an indestructible Union, based upon and composed of 
indestructible States. They wanted to reserve to the States an 
abundant source for the ever growing expense of the States. 
They knew just as well as we know that the taxing power was 
the most important power of government. They knew that it 
involved the power to destroy if used arbitrarily, or oppressively, 
or recklessly, or extravagantly. And they thought it fit and 
proper and patriotic that they who had fought the Revolutionary 
War should put into the Constitution adequate guarantees which 
would prevent them from being oppressed by the majority. 
They said, as I have pointed out, “We will surrender to the 
National Government the exclusive right to impose import 
duties; we will give to the National Government’’—and I will 
show you in a minute what that means—‘‘the power to levy all 
kinds of duties and excises,’ and they then said: “If those prove 
insufficient, then you can go to those funds which we have re- 
served to pay our own expenses.’’ And the Union of Marshall 
and Webster, the Union we love, was established on that basis. 

I had hoped to have had time to read to you what Washing- 
ton and Hamilton had said upon this subject, but there is not 
time. We have been singularly blessed and have singularly 
prospered under the Constitution. We acquired vast domains 
in the West; we, the original thirteen States, purchased the 
empire of Louisiana, and invited humanity to go and occupy 
those lands; we admitted State after State to an equal share 
with us in that splendid heritage of the Union; and we gave to 
those new States hundreds of millions of dollars of property. 
We endowed their schools. We built their railways. We fur- 
nished or supplied the money for their public buildings. We 
helped them in every way. And we asked no political bond or 
stipulation from them, except that they would cherish and be 
true to the Constitution which Washington and Hamilton and 
the others had established. No covenant asked we from State 
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after State that we admitted, except that it should pledge itself 
to be true to the Constitution. And it is that Constitution 
which, as I will show you in a minute, is becoming a byword in 
the West. It is that Constitution which the majority would 
practically now tear up, because, gentlemen, the moment you 
place in the hands of the majority the power to tax others, the 
power to levy taxes by no rule whatever but their own discretion, 
that moment you have opened the door to the ultimate destruc- 
tion of the United States. For it is through the power of taxa- 
tion that every great nation has been pulled down, and the public’s 
funds wasted and squandered—the wasting and squandering 
of money collected from the rich—the spending of the money 
of the minority. (Applause.) 


Pause here a minute and reflect. In a few years we shall 
have fifty-two States. In a few years there will be enough 
States to amend the Constitution and practically wipe it out 
without consulting, without the votes of a single one of the 
thirteen original States. There are forty-six States now. It 
was the boast in the House and the Senate last year that the 
South and West would carry this amendment through, and in 
a few years, as I say—it will be almost useless to expect our 
representatives in Congress to protect us—in a few years there 
will be fifty-two States, and the thirteen original States will no 
longer count. 


Now, is it wise, is it necessary to make this fundamental 
change in the Constitution—this radical change in the basis of 
taxation? Has there been any oppression on any part of the 
country? Is there any real necessity for amending the Consti- 
tution in this fundamental particular? Let me give you a few 
facts. To my mind if Congress will appoint a non-political 
and competent body to investigate this question, they will 
within three months report to Congress that it has full power 
now without amendment to lay duties, excises, and imposts, and 
that abundant revenue can thereby be raised without hardship 
to any part of the country. Not only can they raise a billion 
dollars, what they are now spending, but they can raise two bil- 
lion without resorting to taxation of property, or income derived 
from property, which ought to be reserved to pay the expenses 
ofthe States. (Applause.) 
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Now what are some of the facts? It is, of course, irksome 
after dinner to state complicated figures. But after all in all 
matters, in all serious matters in life, it is the tedious and irk- 
some that contains the truth. I have said that Congress had 
power to levy an excise, and an income tax on business. Do you 
realize that every business, every profession, every vocation, 
every employment pursued in the United States is now subject 
to an income tax if Congress saw fit to levy it? I suggested 
when this corporation tax was framed that there should be a 
general income tax laid impartially upon all people engaged in 
business, upon all bankers, upon all deriving or making fortunes 
from conducting business, upon every profession or vocation, 
and that thereby abundant funds would be raised without any 
necessity for amending the Constitution. What was the answer? 
The answer was that such a general income tax on business 
would not be good politics; that the West wanted its whack 
at corporations; that the West wanted an income tax, by which 
they could reach the rich in the East, and that they would 
not stand for a business tax which would reach many of their 
constituents. I ask the distinguished Senator from Idaho 
whether this is not true. 

What did the income tax imposed during the Civil War 
produce? The tax was laid under the Acts of ’61, 64, ’65, '67 
and ’70. The tax was laid upon any profession, trade, employ- 
ment or vocation. Take the five crucial years beginning with 
1863. There was collected then an income tax, mostly derived 
from business, a tax which can be laid to-morrow by Congress 
without any amendment of the Constitution. There was 
levied and paid $184,000,000 in those five years. Now how 
much of that did New York pay? She paid $58,273,000. New 
York during the war paid 32 per cent. of the whole income 
tax. And let it be said to the honor of that generation of New 
Yorkers that as long as the Union was in danger, as long as the 
flag, the cherished flag, floated on a battle-field, not a man, not a 
lawyer, not an individual in the whole breadth of the Empire 
State could be found who challenged the right of the National 
Government to collect that $58,000,000. (Applause.) 

Now how does New York stand, coming down to our day? 
Take the years 1898 and 1899, at the time of the war with Spain. 
Let us exclude customs. How much did New York pay in 
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those two years? Sixty-seven million dollars toward the expen- 
ses of the war. How much did Idaho pay, according to the 
records in Washington? Not a dollar! Now much did Ne- 
vada pay? According to the records in Washington, not a dol- 
lar! What did some other of the Western States, that are now 
clamoring for an income tax, pay? Notadollar! Take the year 
1909. How much did New York pay of the internal revenue tax? 
Twenty-eight million dollars. How much did Idaho pay? One 
hundred and one thousand two hundred and sixty-nine dollars! 
And these are the States that now tell us to take down the bars 
and let them vote away our taxes, where we pay $28,000,000 and 
Idaho paid $101,000. 

Again, what did New York pay last year in customs duties? 
I know that it is misleading to claim for New York all the 
$200,000,000 collected last year in our port, out of $300,000,000 
collected from all the ports of the Union. But I think, gentle- 
men, that fully one-half of the $100,000,000 collected in our port 
last year was paid by New York, paid by New York merchants 
upon goods which they imported. 

I want to deal again with the Spanish-American War. 
What were the total taxes collected in 1898 and 1899? Four 
hundred and forty-four million dollars. Now take nine States, 
including New York—how much did they pay? Nine States 
out of forty-six, one-fifth of the total number of States—what 
did they pay of that tax in 1898 and 1899, when we had the ex- 
penses of a war? New York and the other eight States paid 
$350,000,000. Those nine states, one-fifth of the Union, paid 
79 per cent. of the whole. Of that 79 per cent. New York paid 
more than her share, for she paid more than 15 per cent. of the 
whole. 

Let us go a step further, and examine this on the rule of 
apportionment which, according to Mr. Purdy, works such an 
injustice. What are the facts? To-day the original thirteen 
States own 4o per cent. of the whole property in the United 
States. Of our whole national wealth 40 per cent. is owned 
by the thirteen original States, and they have 38 per cent. of 
the population, so that in 120 years since the day when the 
founders concluded and agreed that the fairest and only accept- 
able permanent basis of direct taxation was population, that the 
only safe measure of apportionment was population, you have 
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a change of less than 2 per cent. We to-day, we of the original 
thirteen States, own 40 per cent. of the wealth of the country, 
_and we have 38 per cent. of the population. In other words, 
under a direct tax, apportioned among the States, we would 
pay 38 per cent. of the whole. 

Now let us examine that further fora minute. No direct tax, 
no income tax, levied by Congress has ever raised anything like 
$100,000,000. But let us say, let us suppose that the National 
Government desired to raise $100,000,000 this next year for 
some great emergency. under the Constitution as it stands and 
has stood since Washington and Hamilton left if for us. What 
would be the result? In order to raise $100,000,000 by direct 
taxation how much would be the share of New York? Ten 
million dollars. Why? Because New York has ten per cent. 
of the population. Now let us turn to Nevada, which has a 
population of 42,000, and has two Senators, equal representation 
with us in the Senate. How much would Nevada pay, anxious 
as it is now to amend the Constitution? Nevada would pay 
$50,000. She woud pay 1-20 of 1 per cent.! Fifty thousand 
dollars against $10,000,000 from New York! Let us turn to 
Nebraska. That is Senator Brown’s State—wealthy, prosperous, 
constantly growing. How much would Nebraska pay? Ne- 
braska would pay on a basis of a population of 1,077,000. 
Nebraska, with a total wealth of $2,000,000,000, would pay 1 1-5 
per cent. of that whole tax. What would be the result? Ne- 
braska, for every $1,000 of actual property vaiue in the State, 
would pay for the support of the National Government 59 cents! 
Nevada on every $1,000 worth of property in the state would 
pay 25 cents. New York on every $1,000 worth of property 
in the state would pay 67 cents. Idaho would be called upon 
to pay 71 cents on every $1,000 worth of property within the 
state. In other words, every man owning $10,000 worth of 
property in Idaho would pay $7 out of a $100,000,000 tax; in 
Nevada, $2.50; in Nebraska, $5.90; in New York, $6.75. Is that 
so oppressive, or does that justify the characterization of 
“‘hideous’’? 

Yet we are told that apportionment is not to be heard of; 
that it would operate so oppressively upon the people of the 
United States that no Congress would dare to pass a direct tax 
according to population. I tell you men that the amount of the 
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burden, if properly apportioned, and if not increased upon the 
rich by exempting the well-to-do, if a direct tax be properly ap- 
portioned, the burden in the United States upon people who had 
property would be infinitesimal—so low that I doubt if any 
other country in the world has ever laid so small a tax to raise 
annually $100,000,000 for the support of National Government. 

I am going to call your attention to a question of interpreta- 
tion. The proposed Sixteenth Amendment is that “ The Congress 
shall have power to lay and collect taxes on income, from what- 
ever source derived, without apportionment, and without regard 
to any census or enumeration.’’ As to the words ‘‘from what- 
ever source derived,’’ Governor Hughes says that under them 
income derived from State, county, and municipal bonds could 
be taxed, and his message to the legislature, to those who can- 
didly read it, must be convincing. Now it is asserted that 
Congress never intended to do anything of the kind; that Con- 
gress never intended by using the words “from whatever source 
derived” to give any such power to the National Government; 
that it is unthinkable; that Congress never would have thought 
of such a thing; and that the administration never would have 
thought of suggesting or demanding it. What does history teach 
us upon that point? During the Civil War municipal bonds were 
taxed, the National Government insisting that the clause “any 
other source’’ in the acts of 1863 and 1870 included a tax upon 
municipal or state bonds, and it was collected. Not only that, 
but the National Government insisted that that included a tax 
upon the salaries of the state judges, and in the great case of 
Collector vs. Day, the Supreme Court of the United States had 
to hold that you could not tax the salary of a state judge, for 
if the National Government had that power, it would have the 
power to cripple and ultimately destroy the state governments. 

Now, what was the contention of the United States in 1894- 
1895, in the famous Income Tax Cases, as to the language, 
“from any other source whatever’? What did the National 
Government then contend? It contended and insisted under 
the act of 1894 that the words then used, “from any other source 
whatever,’’ necessarily included not only a tax on government 
bonds, but a tax on municipal bonds. It was not until the 
unanimous decision of the Supreme Court in the Pollock case 
(for in that the judges were unanimous)—it was not until then 
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settled that Congress had no power to impose such a tax. Now 
comes the act of 1909, of which it is said it was not the intention 
of Congress to levy a tax upon municipal bonds or state bonds. 
Let me tell you what occurred last week in Washington. The 
Corporation Tax Cases were being argued, and one of the de- 
fendants was a life insurance company. I had the duty to appear 
for it. It was the Home Life Insurance Company. It owned 
government bonds. Those bonds were issued under an act of 
Congress that said Congress would never tax those bonds, 
neither principal nor interest. The act of Congress said not only 
Congress would not tax them, but that it should be so expressed 
in the bonds themselves. The bonds that this insurance com- 
pany held had expressed upon their face that the United States 
would never tax them, neither interest nor principal. Last week 
the government contended before the Supreme Court that they 
had the power to tax those bonds, principal or interest, if they 
happened to have been bought and to be held by a corporation. 

Let us go a step further as to what was contended. The 
Home Life Insurance Company had $255,000 of municipal bonds. 
Part of them it was compelled by the laws of New York to buy. 
It believed when it bought them, and it was probably advised 
by counsel, that these bonds were not subject to taxation, and 
because of that exemption had an added value. Congress 
passed the act of 1909 taxing the income of corporations “ from 
all sources.’’ The government contended that these municipal 
bonds held by this insurance company, issued by the State of 
New York, by the county of New York, are subject to taxation 
by Congress. Why? Simply because they happened to be 
held by a corporation. Yet the same Congress that passed that 
act, under which the government is now existing, not only that 
national bonds can be taxed, but that state and municipal bonds 
can be taxed, wants you to accept the statement that they did 
not intend to reach government bonds and state bonds when 
they used practically the same language, only two weeks before, 
in the Sixteenth Amendment, stating they should have power to 
lay a tax on incomes from whatever source derived. (Applause). 

Senator Root urges New York to take the risk. And Gov- 
ernor Hughes says New York ought not to take the risk. No 
lawyer advising a private client would for a moment ever ad- 
vise him that under that proposed amendment the National 


21 




















The Journal of Accountancy. 


Government could not, if it saw fit, tax not only government 
bonds but state and municipal bonds and the salaries of all 
state and municipal officers. Now, what gives value to state, 
city, and municipal bonds, more than this exemption from taxa- 
tion? What is it that we are always constantly called upon 
to consider in advising our clients to invest in trust estates? Isn’t 
the first inquiry, “Is the proposed bond subject to taxation?”’ 
If it is not, doesn’t it increase the amount that the city or county 
or state can sell its bonds for? Isn’t this an important, a vital 
matter? 

Now, the principal champion of this bill is the most eloquent 
Senator from Idaho, who honors us to-night by his presence, 
and to whom you will listen with pleasure in a few minutes. 
Let me read you his words published far and wide and calling 
for some comment. Govenor Hughes had sent his message to 
the New York Legislature, which meant no more than this: ‘‘ Con- 
gress is in session. This proposed amendment is ambiguous. 
Let Congress recall it and make it clear.’’ After Governor 
Hughes’ had laid that message before the people of the United 
States, Senator Borah addressed the Senate, and through the 
Congressional Record he addressed the Union. These are his 
words: ‘After some considerable consideration of the matter, it 
occurs to me that there are at least two sides to the controversy!” 
Thus, after some considerable consideration of the matter, he 
concedes that there are two sides to the controversy! Governor 
Hughes’ suggestion is that there should be only one side, and 
that the proposed should be so clear that he who runs may read. 

But let me see if Chief Justice Marshall has spoken in vain 
in the case of Gibbons vs. Ogden, when he had to meet some 
such argument as that. Speaking of the men who framed the 
Constitution he said: ‘‘As men whose intentions require no con- 
cealment generally employ the words which most directly and 
aptly express the ideas they intend to convey, the enlightened 
patriots who framed our Constitution, and the people who 
adopted it, must be understood to have employed words in their 
natural sense, and to have intended what they said.’”’ (Ap- 
plause.) 

Now, gentlemen, there is one additional feature that you 
should understand in connection with this proposed Sixteenth 
Amendment. If it is adopted, there is no longer any check on 
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Congress. Duties before had to be uniform. Take this amend- 
ment, and an income tax can be imposed without regard to uni- 
formity, without regard to equality, without regard to popu- 
lation. Congress can then select any particular property that 
it happens to find in any particular State, and levy the expenses 
of the government upon it. Moreover, they can go further; 
they can exempt property. In the act of 1894 they exempted 
all incomes up to $4,000. It is now suggested that it would be 
better to exempt them up to $10,000. I believe the Honorable 
Champ Clark suggested that in his opinion $100,000 ought to be 
enough for any man, and that the Government might take the 
surplus. Is there no danger in this? Does history teach us 
nothing? Do we not remember that the patriots of the French 
Revolution imposed an income tax which they called euphem- 
istically ‘“‘a loan’? When they found a man with an income 
that they thought ‘“ Abondant”’ they taxed him 50 per cent., 
and when they found a man with an income which they thought 
“* Superfiu,’’ they took 100 per cent. of this surplus. 

A great writer in England has pointed out another danger. 
Congress under this supposed amendment can lay a graduated 
tax. It can impose a 1 per cent. tax upon those having incomes 
from $10,000 to $50,000, and a 4 per cent. or a 5 per cent. ora 
IO Or 20 Or 50 per cent. tax upon those having incomes from 
$50,000 to $100,000 or over. Do you want to run that risk 
without the slightest guarantee, without the slightest check or 
restraint on Congress, and thus turn over the wealth of the 
thirteen original States to be voted away by the South and West? 

Let me call your attention to Lecky’s Democracy and 
Liberty. He was a great thinker and a great writer. He said: 
“Highly graduated taxation realizes most completely the ex- 
treme danger of democracy creating a state of things from which 
one class imposes on another burdens which it is not asked to 
share, and impels the state into vast schemes of extravagance, 
under the belief that the whole cost will be thrown upon others.”’ 
Now, are we threatened with any schemes of extravagance? Are 
we not threatened with canals costing $400,000,000, three times 
the original estimate? Are we not threatened with irrigation 
works costing $200,000,000? Are we not threatened with conser- 
vation schemes for the West, costing $100,000,000? When New 
York built the Erie Canal, when the other day she had to raise 
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enough to improve the Erie Canal, did she get it from Congress? 
No—from New Yorkers. Had she been in the West, it would have 
been Congress that would have borne that expense. (Applause.) 
When New York wants to establish a great tract of land as a 
forest preserve does she go to Congress to get the money? 
Why, she would be laughed to scorn. New York supplies the 
money herself. When the West wants great parks for conser- 
vation purposes what does she do? She goes to Congress and 
gets the money from the nation. If New York has to build 
docks that cost $100,000,000 what does she do? We New York- 
ers supply the money. What would be done in the West? 
Congress would supply it! Is there no danger of extravagance? 
Only three weeks ago ex-Congressman Littlefield, in a great 
speech delivered before the Merchants’ Club in Boston—and 
he has had ten years’ experience in Congress—referred to 
the criminal waste and outlay on the part of the national 
administration. He knows better than I do! 

Is it not but yesterday that Senator Aldrich, in a speech 
in the Senate, said that if he could administer the government 
on business lines, he would save $300,000,000 a year?—and 
the record shows that no one contradicted him. It was accepted 
as true. What does that mean? It means that by reason of 
lax and wasteful methods $300,000,000 every year is wasted out 
of $1,000,000,000 by the National Government. What does 
that mean if you ratify this amendment to the Constitution? 
It.may mean that from $25,000,000 to $50,000,000 of New 
York money will be annually wasted in useless expenditure. 

I am going to ask you to give me a few minutes longer of 
your time (cries of go on, go on). I am profoundly convinced 
that if the people of the United States understood the facts, 
and were not misled by leaders, not a single State would vote for 
this amendment; that the East would not vote from its best in- 
terests; that the Middle West would not vote from evident self- 
interest; that the Further West would not vote from gratitude. 
(Laughter and applause.) 

The trouble is that it is not good politics to stand up for 
constitutional morality. The Constitution is being constantly 
assailed, as an irksome covenant, to be no longer observed or 
cherished. Few defend it, and their voices are drowned by the 
clamor in the market place. That we cannot help, but we do 
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expect those who have taken the oath to support the Con- 
stitution of the United States will defend it. We do expect our 
representatives in Congress will once in a while stand up and 
defend the good name of New York. Too often they stand mute. 

As Webster said of Massachusetts so we say of New York. 
There she stands! She needs no defense from us. Every 
battlefield of the Union is drenched with New York blood, and 
in every emergency of the nation New York has paid four-fold 
her share. She stands pre-eminent in industry, pre-eminent in 
thrift, pre-eminent in business honor, pre-eminent in credit. 
What makes credit? Confidence. What makes confidence but 
honesty? Why is it that if an enterprise in the West needs to be 
launched or requires credit, it must come to New York? It 
is because if the New York business men say they will stand 
behind it, the credit of this great State is all that is needed. 

There is no greater danger than the danger of beginning to 
meddle and tinker with the Constitution. Sixty years passed 
before the war, and it was left untouched by the great men of 
those days. Forty years have passed since the last amendment, 
and let us pray that forty more years shall pass before it shall 
be tinkered with again. (Applause.) We are not setting our 
faces against progress! We are setting our faces against de- 
molition, for as has well been pointed out again and again, you 
may take centuries to build up a great nation, but you can pull 
her down in two hours. I am pleading not against progress, 
but against casting away our anchors, against drifting into 
the abandonment of the wise system of constitutional checks 
and balances, against abandoning constitutional morality, against 
embarking without rudder on a sea of constitutional anarchy. 

The West or the South need have no fear of the patriotism 
of New York. Let the nation be imperiled, let the flag be 
threatened, and I am safe in pledging the last dollar of the rich 
of New York. Let the nation require $1,000,000,000 to-morrow, 
and it will be in New York that it will be subscribed. You 
need have no apprehension. The rich have their faults, but the 
rich of America also have their virtues and their supreme 
patriotism. There is no danger whatever that if the nation needs 
the wealth to the last dollar of New Yorkers she will get it, 
even if the other parts of the country decline to bear their 
share of the common burden. (Applause.) 
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By Wittiam E. Borag, 
United States Senator from Idaho. 


We ought to clear up a little of the underbrush, I think, 
before we go to the discussion of this subject. I realized when I 
learned Mr. Guthrie was to speak here to-night, that he would 
probably do the same thing with this audience that he did with 
the Supreme Court of the United States in the Pollock case— 
cause it to do something that it has regretted every hour since 
it did it. (Laughter and applause.) 

I want to say to you that if the Constitution of the United 
States was to-day as Washington and Hamilton and Madison 
wrote it, and as Alexander Hamilton interpreted it, and as the 
Supreme Court of the United States interpreted it for one hun- 
dred years, I would not be here to-night discussing an income 
tax. We are here discussing it for the reason that we want to 
put back into the Constitution a power which they believed they 
had given to the National Government, and the power which this 
government exercised for nearly one hundred years. This power 
was sustained by Wilson, who helped to write the Constitution. 
It was sustained by Chase, and was sustained by Iredell, and by 
Hamilton, who argued the Hillton case, by the second Chase, 
and by Lincoln, by Sherman, and by ‘Morton, and dozens of 
others of the saints who have led the way in American progress 
for the last hundred years. I am not preaching to you to-night 
a new doctrine. I am a defender of the Constitution of the United 
States. 

I would like you to understand another thing and that is that 
the Senator from Idaho is not the author of this amendment. I 
want you to understand particularly that the Senator from Idaho 
was one of the two men who persisted until the last and fought 
until the last, against the submission of this amendment, and the 
subterfuge that was planned in place of it—that was the 
corporation tax. (Applause.) The author of this amendment 
more than any other one man is the Hon. Elihu Root, Senator 
from the State of New York. (Applause.) It would never have 
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been submitted to the people of this country had it not been 
through the counsel of the men who live in the original thirteen 
states. 


Let us clear up the history of this matter, and not be misled. 
I say to my eloquent friend that we considered this amendment 
twenty times longer counted by hovrs and days than did the 
fathers when they wrote into this Constitution the direct tax 
clause. I refer to the history of the convention to support it. 
Mr. Morris suggested the direct tax on the 11th of July, and it 
went in on the 12th of July. You also complain that we used 
ambiguous terms. There was never a more ambiguous term 
inserted than the words “direct tax.”” No man in this audi- 
ence can explain it or define it! I challenge him to rise in his 
place now and do so! (There was no response.) 


Another thing. Mr. Guthrie says if Idaho wants some- 
thing she goes to Congress, and if New York wants something 
she goes to herself. Where in the name of Justice should she 
go? She has got it all! (Laughter.) But, in defense of the 
little commonwealth which I so humbly represent, let me say 
that every forest reserve which has been created in the state 
has been created over the protest of the representative of that 
state, and every dollar that has been spent there has been spent 
over the protest of the representative of the state—through the 
instrumentality of the Eastern states alone. Look at the record 
.of Congress. We ask to-day that you withdraw your votes in 
favor of making one-third of our commonwealth a forest reser- 
vation, where we cannot tread it without the permission of the 
uniformed representative of your National Government. We 
would thank you more than anything you can do for us. 


Moreover, from our forest reservations which you say you 
sent money there to create, you are now in Congress asking that 
we send it back to create the Appalachian forest reservation. 
I am perfectly willing that you should have a dose of the reser- 
vation business, if you want it. It has most materially injured us. 
We have in our State a reservation in which you can put the 
State of New York and lose it. (Laughter.) And we don’t 
dare to trespass upon it without consulting the man in uniform, 
with the turban, the representative of the government which 
you people sent there—not us. 
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When we commence to reclaim our arid land do we ask any- 
thing of the National Government? Not a dollar. We ask 
that the man who goes out upon the arid land pay back 
every dollar, and he cannot get a title until he returns to the 
Federal Treasury every dollar. Whom does that land belong to? 
It belongs to the United States. Before it has the water upon 
it it is worth $10 per acre. When it puts the water upon it it 
sells for $250 per acre. The man who goes upon the land pays 
every cent in return, before he gets his title. When we vote an 
appropriation for the State of New York to clean out its rivers, 
and its willow creeks, when we send in here money in multiplied 
millions of dollars to clean out these streams where a duck 
couldn’t float one month in the year, you do not return a single 
dollar to the treasury of the United States. (Applause and 
laughter.) 

Now, my friends, I have just a suspicion of my friend Guthrie. 
I have read his work on Constitutional law, and I agree with 
him—I shouldn’t say I agree with him—I should say I follow 
him. I have had a profound admiration for him ever since I 
read his great book upon the fourteenth amendment, and 
I was glad to see that he was coming here to-night, even in 
a bad cause, because I wanted to get acquainted with him. But 
I just suspected he would attack my character (laughter) 
because, although you are among the best people in the world, 
you have more or less suspicion about a man who comes from 
west of the Alleghany Mountains (voice, oh, no). I didn’t mean 
you think he is dishonest, because you might expect to find him 
in NewYork if you had that feeling (laughter and applause), but 
you suspect that which is true; that we have not had the same 
opportunity you have to know what is going on in the world— 
and to seize everything that is going by, and charge a toll upon it. 
We are entitled to that suspicion, and feeling that in my veins, 
I brought along a certificate of character. Here it is (reading 
from paper): ‘“‘They have declared it to be invidious; that is, 
the income tax—well, sir, all taxes are invidious. They say 
it is inquisitorial. Well, there never was a tax in the world that 
was not inquisitorial. The least inquisitorial of all is the in- 
come tax.’’ Lay that flattering unction to your souls. ‘There 
never was so just a tax levied as the income tax. There is no 
objection that can be urged against the income tax that I cannot 


28 


























Income Tax Sound in Law and Economics. 


point to in every tax. Writers on political economy teach us 
that a man ought to pay taxes according to his income.’ That 
is the golden rule of taxation. ‘‘It is the only tax levied in the 
United States that falls upon property or office or on brains 
that yields property’’—that is the reason New York has all the 
wealth of the world—‘‘and in this respect is distinguished from 
all other taxes levied by the United States, all of which are 
levied upon consumption—the consumption of the rich and the 
poor, the old and the young.”’ 

No doubt many of you know who wrote those words, 
or rather who spoke those words. He was not from Idaho! 
He was not from the West! He wore clothes, and not a blanket! 
In other words, he was civilized! Those words were spoken 
long after the war had closed, after the battle had ceased 
to rage, and when peace had settled upon the land, and the 
Union was safe, John Sherman, one of the great American 
statesmen, a conservative of conservatives, stood in the United 
States Senate and uttered that declaration. Twenty years after- 
wards he said again: “The public mind is not yet prepared to 
apply the code of genuine revenue reform, but years of experi- 
ence will convince the whole body of the people that a system of 
national taxes which rests the whole burden of taxation upon 
consumption and not one cent upon property or income is in- 
trinsically unjust. While the expenses of the National Govern- 
ment are largely caused by the protection of property, it is but 
right to require property to contribute to their payment.”’ 

Another great leader of that day and time when they were 
discussing the repeal of the income tax—and do not forget that 
that tax was only put out of existence by a vote of one majority 
—Senator Morton, of Indiana, said the income tax of all others 
is the most equitable because it is the best measure that has been 
found of the productive property of the country. 

With that certificate of character I want you to listen 
to me in patience for a few moments while I discuss the phrase- 
ology of this amendment. It has been said that I discussed 
the matter in the Senate after Governor Hughes had delivered 
his message to the legislature. I did. Language has been 
quoted which would indicate that I had some doubts as to the 
construction which I place upon it. Unfortunately my dis- 
tinguished friend did not read all I said—he had too much con- 
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sideration for you to do that. I have a profound regard for 
Governor Hughes. (Applause.) I sincerely hope that some time 
we may have the honor to bring the delegates from Idaho to vote 
for him as the nominee for President of the United States. (Ap- 
plause.) In approaching the discussion of this question in the 
Senate I recognized that he was one of the greatest lawyers of 
the greatest bar, in my judgment, in the civilized world—the 
New York bar. I differed with him with hesitancy, because of 
my profound respect for him, but I managed to say before I 
concluded that no one should be misled by the utterly unfounded 
proposition that this amendment contains the power toem- 
barrass and directly destroy the State and render the ‘‘whole 
fabric into shreds.’”’ I may be wrong about that, but you 
ought not to doubt my faith. I recognize I am talking to 
lawyers, and I would not undertake to compete with them, but: 
having a conviction, and Mr. Ely having induced me to come 
here, I want patiently, or rather with your patience, to propose 
that you see what it is worth. 

When the fathers came to write the Constitution of the 
United States they had had a vast amount of experience with 
reference to the subject of taxation. There were two great 
moving powers which induced the formation of the Constitution. 
It was a question of commerce among the states and of taxa- 
tion. Perhaps the former was the most potent, but certainly 
upon no subject did the fathers have clearer or more definite 
views than upon the subject of taxation. Under the fed- 
eration they had not the power to exert any influence upon the 
individual or property direct. They must lay their quota 
upon the various colonies, or states, and wait until they re- 
sponded. So they were clear in their views that whatever gov- 
ernment was formed it should have the power to exercise its in- 
fluence upon individuals and property. There should be no limi- 
tation upon the power of the National Government to tax. 
And they proceeded to put the words in the Constitution which 
gave to the National Government the unlimited and unfettered 
power to tax, save as to exports from the states, and I assert 
to-night, that as the Constitution stands this hour there is posi- 
tively no limitation upon the taxing power of the National Gov- 
ernment outside of the question of exports from the states. 
True, there are two rules, that of uniformity and apportionment, 
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as to the method of exercising that power, but as to the power 
itself there is no limitation to it except that of the limitation upon 
exports from the states, which has nothing to do with this matter. 

So the fathers wrote into this Constitution this unfettered, 
this unqualified power, covering every species of property within 
the territory of the United States, and time and time again the 
Supreme Court of the United States has interpreted the Con- 
stitution in that way. Even in the famous Pollock case, Mr. 
Justice Fuller said that with the exception of the exports from 
the States there was no limitation upon the taxing power of the 
National Government. Mr. Justice White in his powerful dis- 
senting opinion, which has never been answered and never will 
be, said there was no limitation upon the taxing power of the 
National Government. And running clear back from the be- 
ginning this power has been considered to be unlimited and 
unfettered. 

Now, my friends, let me ask you to-night, why can we not, 
so far as any words in the Constitution are concerned, lay this 
tax upon state securities and state bonds? Take up the 
Constitution at its four corners and read it. Find me a 
clause, a word, or a phrase, which limits the power of the Na- 
tional Government to put a tax upon every bond, every security 
coming from state or city. Isn’t that true? And if you have 
the unfettered power I ask you how you can use words which 
will convey any more than all the power. If this power is un- 
limited now, how can you make it more unlimited? If it is 
unfettered now, what words can we employ to make it more 
so? I say, and without fear of successful contradiction, that that 
is the interpretation the courts put upon it for one hundred 
years! Do not be afraid to interrupt me, if you think I am mak- 
ing a mistake. (Applause.) Again! (There was no response.) 

Now, then, if we at the present time have unfettered power 
as I say, why can’t we levy that tax upon State bonds? Isit 
founded in language in the National Constitution? Isit founded 
on anything, any limitation that there is to it? Is the language 
there upon which they refuse to do so? Not atall. When they 
first came to consider taxing national instrumentalities, in the 
case of McCulloch vs. Maryland, when Chief Justice Marshall 
took up this question, the taxing power of the National Govern- 
ment, the taxing power of the states—mind you, in this instance 
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it was a tax on the instrumentalities of the National Government 
by the state—it was conceded there was nothing in the Con- 
stitution in terms which prevented it. I will call your attention to 
it, and then pass on. Mr. Marshall said that there is no provision 
in the Constitution which prohibits the taxing of the instru- 
mentalities of the National Government. Moreover, he said in 
the same opinion that the power of the state to tax according 
to its Constitution or according to its sovereignty is unlimited 
and unfettered. Then why cannot you do so? For the same 
reason and under the same principle which will exist after this 
amendment is adopted; and that is that you must construe every 
component part of this Constitution in the light of the whole. 
You must construe the entire Constitution in the light of the 
design and purpose for which it was enacted and adopted by the 
people, to wit: that the Constitution provided for and put into 
existence a dual form of government! The National Govern- 
ment, with its instrumentalities, which was beyond the reach of 
the State government; the State Government, which, with its 
instrumentality, is beyond the reach of the National Govern- 
ment. And I undertake to say that the instrumentalities of the 
State Government are just as much beyond the jurisdiction of 
the national sovereignty as a governmental fact, as property 
across the line in Canada is a geographical or physical fact. 

Then when they came to the question in the case of Collector 
vs. Day, wherein the proposition was first debated as to whether 
or not the National Government had the power to tax instru- 
mentalities of the State Government, what did the Supreme 
Court say? Did it say that there was a limitation in the Con- 
stitution? Did it say that the language used implied limitation? 
Not at all. In that case they said this power to tax, so far as the 
power of the Constitution is concerned, covers all people and all 
property, but they said the fathers who formed this dual form of 
government believed that the instrumentalities of the states 
were beyond the reach and without the jurisdiction of the Na- 
tional Government, and if you will permit me I will read from a 
very noted speech made by a noted gentleman from Idaho. 
(Laughter.) 

“It is admitted that there is no express provision in the Con- 
stitution that prohibits the general Government from taxing 
the means, the instrumentalities of the states. Nor is there any 
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prohibiting the state from taxing the means and instrumentali- 
ties of the general Government. In both cases the exemption 
rests upon necessary implication and is upheld by the great law 
of self-preservation, as any government whose means is em- 
ployed in conducting its operations, if subject to the control of 
another and distinct government, can exist only at the mercy 
of that government.”’ 

I see my friend Mr, Guthrie nod his head yes, and I appre- 
hend he is already on the repentance stool. 

Mr. GuTHRIE: He nods his head to the implication that 
the Court held it was denied by implication. Now when you go 
to work and give Congress the power to levy a tax upon incomes 
from whatever source derived, following such decision of the 
Courts, you deny the implication. 

Mr. Borau: No, sir. No, sir. You might so contend if the 
Constitution as it is now written had not been construed, 
But the Constitution as it is now written covers all property 
from whatever source derived—right now—and the Supreme 
Court of the United States has decided that it covers all property 
from whatever source derived. But notwithstanding the fact 
that the Supreme Court had decided long prior to this that it 
covers property from whatever source derived it held that the 
source must be within the jurisdiction of the National Govern- 
ment. That is the fatality and vice of your argument, the source 
must be within the jurisdiction of the national sovereignty, the 
sovereignty which lays the tax. It is as plain as the pathway to 
the country school house! 


Let me bring it a little closer home to you. I will demon- 
strate it by that great case which you won when you ought not 
to; in that case, as I called your attention to a few moments ago, 
Mr. Chief Justice Fuller said in his original opinion that the power 
of the National Government was unfettered. Let me read that. 
Here is what Mr. Chief Justice said in his original opinion: ‘The 
power of Congress to tax is a very extensive power. It is given 
in the Constitution with one exceptionand only two qualifications. 
Congress cannot tax exports, and it must impose taxes by the 
rule of apportionment and in direct taxes by the rule of uni- 
formity. Thus limited, and thus only, it reaches every sub- 
ject and may be exercised at discretion.”’ 
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Now, then, excluding exports, and adopting the rule of uni- 
formity, why cannot we tax State bonds now? If you make 
that taxation uniform, or apportion it, I mean, why cannot you 
do so? Yes, these men, both of them, Justice White and Chief 
Justice Fuller, held it covered every species of property; 
held that the question of the bonds of New York or of a corpo- 
ration made no difference, because the National Government 
had the power to tax the income from any source derived. 

Then you have here a Constitution which, according 

to its language, covers property from whatever source derived, 
and you had the statute in this case which did cover that specific 
property; and therefore you had a statute passed under the 
Constitutional provision of unlimited power covering specific 
property, covering property from whatever source derived. 
Yet the Supreme Court said notwithstanding this fact there is 
another rule, that is as you said, that we are an indissoluble 
union, of indissoluble states, and one has not jurisdiction over 
the other; neither indeed can have. We forget one thing in 
discussing matters regarding this subject, and that is that the 
State in its reserve power, in its sovereignty, is a separate and 
independent nation just as much as if the National Government 
did not exist. (Applause.) The States stand there with their 
powers of reservation, just exactly as free to exercise them and 
precisely the same as if the National Constitution had never 
been written at all. It is an independent, separate, and distinct 
‘sovereignty, beyond the reach of the National Government’s 
taxing power. Now then, we put into this amendment—or 
rather New York did, I think (applause)—the words “from 
whatever source derived.’”’ Does it add anything to what is 
already there? Not at all. 

I undertake to say that the words “from whatever source 
derived”’ do not add one particle to the amplitude of the power 
of exercising our function. We would have exactly the same 
power if it said, ““You may levy a tax upon incomes without 
apportionment.’ Supposing it said, instead of the way the Con- 
stitution now reads, “Congress shall have power to levy and 
collect taxes;’’ suppose we said instead of that, that Congress 
shall have power to levy and collect taxes from whatever source 
derived. Do you contend it would add anything to that power? 
We doit now! That is a question of the use of language. You 


34 














Te 

















Income Tax Sound in Law and Economics. 


may use a vast amount of verbiage where a little would do. 
Sometimes we use too much language, as we are a little 
talkative down there. If we said you may levy taxes upon 
incomes, who could say that any incomes were excepted? 
Under what rule of construction, if we had said you may lay a tax 
on incomes without apportionment, could incomes from state 
bonds be excepted under the construction already adopted? 

I want you to distinctly understand I was not there when 
this amendment was written. I was opposed to it. I stated 
the reason I was opposed to it. It was because the Supreme 
Court of the United States, in my judgment, in three separate 
decisions had torn away the foundation upon which they rested, 
the Pollock case, and if that question had gone to the Supreme 
Court again, the minority opinion would have become the ma- 
jority opinion, as the minority opinion in the sugar case became 
the majority opinion in the Northern Securities case. 

The Supreme Court has a profound regard for its past history. 
It seldom overrules a case, but it sometimes ignores it. Every 
man here to-night who is familiar with the facts, knows that 
the doctrine they established in the case of Peik vs. R. R. 
Co., that what is a reasonable charge is solely for the legislators 
to determine, has since been abandoned. No one can find any 
word in a judgment where it has been specifically overruled. 
They have simply ignored it. No one can find where it has 
been overruled, in terms. 

A passing glance was paid to it in one or two cases; and then 
they solemnly passed on to another doctrine. I might go on 
and cite you other cases; but as I said, in my judgment the Su- 
preme Court in three separate cases has torn away the founda- 
tion on which they rest the Pollock case, and I was opposed to 
it. They have a way, down there in Washington, of doing a 
great many things without consulting Idaho, however. 

That brings me back again to taxation and representation, 
and for fear I may forget it I am going to refer to it right here. 
My friend Guthrie moved me considerably when he was dis- 
cussing taxation and representation—and Idaho’s putting 
on to New York this vast burden and violating the rule of 
taxation and representation. New York has thirty-six mem- 
bers in the House, where they originate revenue bills, and Idaho 
has one. New York has a greater proportion of the representa- 
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tion in the lower house, where they originate these bills, than 
Idaho, California, Montana, Washington and Oregon. 


Taxation and representation are going hand in hand down in 
Washington, so far as I can see, and if you get over into the 
Senate of the United States, where we have two and two, andif 
you compare the influence of Senator Root in legislation with 
the Senator from Idaho, you will still believe that taxation 
and representation are still going hand in hand. 


But going back to the question as to how these words ‘‘from 
whatever source derived” got into this amendment—it was a 
very simple thing. In the first place, in the old case of the In- 
surance Company vs. Soule the tax was laid on incomes 
derived from premiums of insurance and undistributed div- 
idends. You are perfectly familiar with the latter term in 
New York. (Laughter.) The Supreme Court of the United States 
held that that kind of an income tax was legal and valid. Then 
when they came to the question in Springer vs. the United States, 
where the tax was laid on incomes derived from professional 
services, the Supreme Court of the United States held that the 
income tax was valid. Here were two kinds of incomes which 
may be taxed. When we come down to the Pollock case, the 
Dred Scott decision in revenue law, the first opinion was written 
upon the theory that a tax upon an income from real estate was 
void because it was an income from real estate. My distin- 
guished friend (referring to Mr. Guthrie) induced the Supreme 
Court of the United States to hold that collected rent was real 
estate. 


Now, I am talking to-night in the presence, as I said a mo- 
ment ago, of what to my mind is the greatest bar in the civilized 
world—not only accredited with talent and ability but super- 
lative genius in the profession, and I challenge the New York Bar 
to-night to point the Senator from Idaho to a single decision 
in English or American jurisprudence which holds to the doc- 
trine that was laid down in the Pollock case, that collected 
rent is real estate. When you get it in your pocket what is it? 
Real estate. If a man steals money which he has collected 
from my building—I am drawing on my imagination now 
(laughter)—do I bring a suit in ejectment against him 
(laughter) or do I charge him with larceny of personal property? 
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I have a profound respect for the Supreme Court of the 
United States, and I have profound regard for the Constitution 
of the United States, but no institution in this country will ever 
rise so high that it is not subject to fair and just criticism by the 
people who sustain and maintain this government under which 
we live. This is not a government of the Supreme Court of the 
United States! This is not a government of the Congress of 
the United States! It is a government of the people, by the 
people, and for the people, and every act of public officers must 
come within fair and just criticism of the great hearted people 
who sustain this government. (Applause.) No man will charge 
me with disloyalty to the Supreme Court, or to the Constitution, 
for expressing what I believe to be the accurate interpretation 
of that instrument, which I too have taken the oath to support, 
and purpose supporting. But in that case they held that a tax 
upon income from real estate was illegal because it was from real 
estate, by a vote of six to two, or five to three—there always 
was a little mystery there which was not quite uncovered, and 
we have no right to know how it happened—I don’t want to 
know—it was bad enough for us to know what we do know— 
while on the question of an income from personal property they 
stood four to four. When they reconsidered it they receded 
from the doctrine in the first decision and held that a tax upon 
income from real estate and personal property was void, but a 
tax from a professional income was valid. 

There you have your different kinds of income. One of the 
Presidents of the United States in accepting the nomination at 
the hands of the people, said, “I can write an income tax which 
will be valid in the Supreme Court, under the decisions of the 
Supreme Court.’’ Of course he could! Any one could—because 
a class of incomes has always been held to be taxable under 
the Constitution without apportionment. So, undoubtedly— 
and I do not speak without authority and investigation—those 
who were considering this question proposed to put at rest 
for all time, what they thought was a question of distinction 
between the different kinds of income, to tax incomes from 
personal property, incomes from professional services, and 
every other way, in the clause “from whatever source derived.” 
That is, in my opinion, precisely how it gotin there. In my 
opinion it does not add one iota of power, it does not amplify the 
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power one particle. These are my reasons, briefly, for believing 
that this amendment would not permit taxing of the State, or 
the instrumentalities of the State, and I could go further, 
and discuss it longer, but I shall net do so to-night. 

Now, if it be true that this amendment does not give power 
to tax instrumentalities of the State, passing from that, for the 
time, what is the position which we occupy with reference to the 
general question? There may be room for honest difference of 
opinion among men as to whether we should have an income 
tax in time of peace. I think we should have, but certainly no 
right thinking man would contend that the government should 
not have this power to be exercised if need be in time of war. 
It is inconceivable that a government of the people, and by that 
I mean all people, should not have the power to command all 
property, and all wealth, in such an emergency, which might be 
indispensable to self-preservation. This amendment, there- 
fore, should be ratified, upon this ground alone, if for no other. 
I do not believe that the great State of New York would want 
this government to be shorn of the power possessed by every 
great nation in the world, and which might be necessary, I say, 
to its self-preservation. 

A hundred and twelve years ago William Pitt, the great 
English statesman, who brought England to such a height of 
power as she had never known before, placed in the British 
dominions the first income tax. That is interesting. If you 
will go back and study the condition of Great Britain at that 
time, its finances, and realize that from that income tax it raised 
the sinews of war—I say it is interesting to contemplate how 
history might have been turned awry at the battle of Waterloo 
had it not been that Great Britain had the power to tax incomes 
of that nation and thus continue the war. We are laying a tax 
to build navies and keep standing armies. Do you mean to 
say to me to-night that the entire tax shall be laid upon con- 
sumption, upon what we eat, upon what we wear, upon the 
backs and the appetites of men, and nothing upon wealth? 

A few weeks ago the distinguished leader of the United 
States Senate, a man of most extended and accurate informa- 
tion, not given to the use of inconsiderate language, or fault 
finding, declared we were spending nearly $300,000,000 more 
than we should to administer the government. I join with you 
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in saying that if that be true, it discloses not simply bad and 
loose business methods, but it reveals crime, an indefensible 
political crime, a crime in which both great parties are par- 
ticeps criminis. If we are taking unjustly from those who toil, 
and the active business men of this country, $300,000,000 more 
than we should, we are in a most deplorable condition as a 
people, because it reveals a fact—that the disease which has 
destroyed every republic upon this earth is fastening itself 
upon us. 


How is it paid? By the masses of the people. How is it 
collected? Every dollar is placed upon consumption, and not 
one dollar upon wealth. Now under that system of taxation the 
man working upon the street, having a large family, will pay 
practically as much as the man who collects $12,000,000 a year 
from his interest on bonds. 


Under that system, and so long as it exists, you men of in- 
fluence and of wealth will not exert yourselves to stop this 
vicious extravagance. But if we come to New York City and 
ask you to pay $300,000,000 out of your income, a specific de- 
mand for so much money, you will be interested and ask what 
we are going to do with it. Public opinion will take hold of this 
question, and the few men who have stood up in Congress for the 
last three years and proclaimed against this extravagance will be 
upheld, and not denounced as radicals and demagogues. 


Mr. President, I do not inveigh against wealth, as such, 
nor against the genius which accumulates it. I would make 
the laws of my country sure and safe and strong in its protec- 
tion; so long as it is honestly gathered, I would throw about it 
the shield and protection of the entire government. But I know, 
and no men know better than this audience here to-night, that so 
long as this system prevails which was pictured by my friend 
Mr. Purdy, so long as the man at work pays practically the same 
as the one with millions, this extravagance will go on, and this 
extravagance which it invites will grow apace; it will continue to 
be placed upon those least able to bear it, until our natural re- 
sources are gone, and that public domain which has swallowed up 
the emigrants in this country for the last one hundred years has 
been consumed; the poor will become poorer and crowded into 
the great centers of civilization, until wealth will be glad to 
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escape from the wrath to come and pay its proportion of the 
burdens of Government. (Applause.) 

We are approaching a billion, a billion and a half, or two 
billions of expenses a year. Do you mean candidly to say that 
all that shall be laid upon what you want rather than what we 
have? Why not take some of the great necessaries of life and 
transfer them to the free list and collect some of it from wealth? 
(Applause. ) 

A Voice: Particularly wool. 

Mr. Boranu: I should be very glad to join with you in that 
proposition. I will exchange the revenue duties which affect 
Idaho with the revenue duties which affect New York. To my 
mind the golden rule of taxation is to place it where it will 
work the least inconvenience to those who must pay it. That 
is the rule of political economy. That is the rule that has been 
adopted in every country in the world save ours. 

But they say that this tax will bear with too heavy a hand 
upon New York, for here are the great incomes. That is true, 
here are the great incomes. Here live the captains and the 
kings of industry! Iam glad tosee you. (Laughter.) Here 
is the city which revels in the luxury and splendor of Babylon 
of old. But the country, the near East, and the Middle West, 
and the Far West, and the South, are proud of this New York, 
proud of this great metropolis. And why should we not be 
proud of you? We made you what youare. (Laughter.) The 
great lead mines of Idaho, producing one-third of the lead that is 
produced in this country, passes their uncounted millions to the 
citizens of New York who own these mines. We haven’t a single 
industry that doesn’t pay toll to the city of New York; our rail- 
ways, our timber industry, our mines, swell your incomes, and 
make you happy. But, let me tell you—you were comparing 
Idaho a while ago to New York—lIdaho paid 3 per cent. 
more according to the wealth which we have than did New 
York. We haven't got it there; some fellow came there and got 
it! (Laughter.) Guthrie figures don’t show it. Borah figures 
do show it. 

Why should it be said that it weighs too heavily upon New 
York, when New York lives and thrives and gathers her millions 
by reason of the energy and the industry and the wealth of the 
United States? We not only furnish our portion of the wealth, 
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but the country furnishes her portion of the brains. Look over 
your list of brilliant editors, your great lawyers, your great con- 
tractors, your great preachers, your great financiers—they came 
from what you call the rural districts. 

Where did my friend Guthrie come from? I knew this 
evening, if I had never known before, when he walked in here 
looking like a boy of twenty-one, that he came out of the great 
and glorious West! He has lived further West than I have! 
I hate to say that about him. (Laughter.) Where did you get 
the late Mr. Harriman, and Rogers? From obscure country 
villages. Where did you get that giant of law and statesman- 
ship, John C. Spooner? From a little village! Where did you 
get the editor of the New York Times? Where did you get 
Mitchell, with his pen of a Junius, raising Cain with us Senators 
down there? Where did you get Mr. Villard, and Mr. Pulitzer 
and Mr. Hearst? They all came from the country, from the vil- 
lages, from the Far West—and I feel a wonderful inclination to 
stay here myself. (Applause and laughter.) 

So, my dear friends, we not only furnish the wealth, and 
our portion of the brains, but we are going to contribute a 
little to your virtue. We are going to see that you do the 
right thing by this great government under which we live. 
We don’t want to be contributing so much to your wealth, and 
nothing to your virtue. While New York may vote against 
this proposition—I do not believe it will—I realize that all my 
friend Guthrie says is true with reference to the patriotic history 
of the great state, and I recognize that the State of New York 
would put the power into the Constitution if for no other reason 
than to use and preserve what the State of New York has always 
been willing to defend. My friend says you can tax now toa 
marvelous extent. Soyoucan! But, my friend, itis not a ques- 
tion of the power to tax. It is the kind of property which we 
must tax, under the present construction of the Constitution 
of the United States. You can tax brains, and that which 
brains produce! You may tax the man in his professional 
efforts, but the drone of society, who sits back and counts his 
millions, you cannot reach to help to support the National 
Government. Do you believe in that kind of a doctrine? 

It is a question of distributing it equally. I would not 
put all taxes upon property, neither would I make a great 
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exemption. I believe in the income tax of William Pitt, where 
he taxed all men according to their income, a graduated tax, 
graduated according to their income; not the doctrine of social- 
ism, as Mr. Choate said in the Pollock case, but a different 
method of distributing the tax so that not only what we eat 
and wear shall bear its burden, but what we have, what we 
possess, what we have and what we enjoy. 

I must say just one thing in conclusion, if we can catch 
the New Yorker as he crosses the line from Idaho, speeding 
his way to this city, we will tax him there, and we will there 
pay our portion of this income tax. (Applause.) 





























C. P. A. Examinations and How to Pass Them. 
By WittiamM ArTuHur Cuase, LL.B., C.P.A. 


President of the National Association of Certified Public 
Accountant Examiners. 


Theory of Accounts. 


Many have complained that it is often difficult to distinguish 
between questions of theory and those which may more properly 
be said to belong to that branch of an accountant’s profession 
which is included in the term “Auditing,” or in what is called 
“Practical Accounting.” I think there is some truth in this. In 
Pennsylvania the law says: “The examination shall be based 
upon an examination in Commercial Law and General Account- 
ing,” and I think this form, leaving the designation of the 
various papers to be decided by the examiners in accordance 
with such rules as they may adopt, is better than that more gen- 
eral one which is to be found in most of the statutes, which 
declare that the examinations shall be held in the Theory of 
Accounts, in Practical Accounting, in Auditing and in Com- 
mercial Law. 

However, where the law fixes the status of the examinations, 
the examiners have no choice in the matter, and since the 
accountancy subjects in this country are most generally defined 
in the manner I have given, we will so discuss them. 

It is safe to assume that in the paper we are now considering 
you will be asked ten questions and will have three hours, or an 
average allowance of eighteen minutes to each, in which to 
answer them. 

I believe one great reason why so many students fail in the 
accountancy examinations is because they are not well read in 
the literature of their profession. Each of the professions has 
its literature; that, say, of law or medicine, is a very extensive 
one. But these are old professions and their literature has been 
accumulating through many years. If, in law, you need a work 
on a given subject, as commercial paper or contracts, if a lawyer, 
you know where to go for it. 

Now, the profession of accountancy, in its modern form, is 
a new profession and, as I have shown, of more recent evolution 
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in America than in Great Britain. A great deal of its most 
valuable literature is hidden away in periodicals and magazines, 
while such standard works as exist, not many in number, are, 
as is only natural, mainly by British (chiefly English) authors. 

It would be well, then, that the student of accountancy should 
first of all make up his mind to learn the English pounds, 
shillings and pence tables. If he considers this a hardship, he 
should reflect that many scientists have made themselves familiar 
with French or German simply to read some work in one or 
both of those languages with which they desired to acquaint 
themselves. Be thankful that you are recommended not to learn 
a language as a French or German student might be, but only 
something much easier than the multiplication table. No doubt, 
as time goes on, American works will increase—the signs al- 
ready point to this, but we are dealing with facts as they are, 
not as they may be in twenty-five years. Read the literature of 
the profession, and not books which are merely devised for the 
purpose of “cramming.” The inclination to make a show of 
knowledge with as little trouble as possible is apparently not 
peculiar to civilized beings. A missionary, writing from a2 sta- 
tion on the northern shore of Victoria Nyanza, says: “Even in 
darkest Africa the native is quite an adept at dodging the ex- 
aminer. It was brought to our notice some time back that many 
natives were coming forward for baptism who could not read 
at all. They used to learn off portions by heart. They would 
then come to the classes and sit with their books in their hands, 
pretending to read, but in reality merely reeling off what they 
had learnt. When the time came for them to be examined, they 
used to cram up likely questions and answers. If one of the 
questions they knew by heart happened to be asked, they were 
all right, and in this way many of them managed to pass muster.” 

If the student is an inhabitant of a large city, he may have 
access to an excellent library, or he may find it possible to attend 
the lectures now being given in a number of our leading uni- 
versities ; but in the case of many neither of these courses will 
be open, and I have, therefore, thought it well to give a list of 
those works which, if a student will read, not skim, but read, 
mark, learn and inwardly digest, he need have no fear that he 
will fail of success in any paper set in the Theory of Accounts 
or in Auditing. 
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First, he will do well to subscribe for the organ of profes- 
sional accountancy in this country, “The Journal of Account- 
ancy.” This is a magazine published monthly at 32 Waverly 
Place, New York, and is in every respect an admirable one. 
Next, he should subscribe for “The Accountant,” published at 
Moorgate Street, London, England. This is a weekly paper, 
and while it is true it will contain a great deal of local matter 
that will not interest him, it frequently gives lectures of the 
greatest value that have been delivered by leading accountants to 
students’ societies. 

Now, as to the books, and I suggest these: 

Good Will and Its Treatment in Accounts, Depreciation, 
Reserves and Reserve Funds, Bookkeeping for Accountant 
Students, Advanced Accounting, Auditing, these are all by R. L. 
Dicksee, M.Com., F.C.A. 

Modern Bookkeeping and Accounts, by William Adgie, 
F.C.A. 

The Accountant and Bookkeeper’s Vade Mecum, by G. E. 
Stuart Whately. 

The Philosophy of Accounts, by Charles E. Sprague, Ph.D. 

Accountancy, by F. W. Pixley, F.C.A. 

Auditors, Their Duties and Responsibilities, also by F. W. 
Pixley, F.C.A. 

Keister’s Corporation Accounting, by D. A. Keister.* 

Modern Banking Methods and Practical Bank Bookkeeping, 
by Albert R. Barrett. 

The Audit of Insurance Accounts, by George Wilkinson, 
C.P.A. 

The Railway Auditor, by H. C. Whitehead. 

The Anatomy of a Railroad Report, by T. F. Woodlock. 

Organizing a Factory, by C. E. Woods. 

Municipal Accounting, by F. H. McPherson, C.A. 

In order that the student may have some idea of the sort of 
questions he may look for in this paper (The Theory of Ac- 
counts), I will give ten which I think are fairly representative: 

If called upon to prepare the Balance Sheet and Profit and 
Loss Account of a trader whose books had been kept by single 
entry, how would you proceed? 





*This book should be read with discretion and in conjunction with others, but, I think, 
may be read with advantage. 
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In writing up the books of a manufacturing firm, what 
principles would you be guided by in charging the expenditure 
to Capital or Revenue? 

Explain the difference between an Account of Receipts and 
Payments and an Account of Income and Expenditure. 

Give a specimen ruling of what is, in your opinion, the best 
form of keeping a Petty Cash Book, and explain its working. 

Under what circumstances is it desirable to raise a reserve 
or contingency fund, and how would you proceed to do it? 

Illustrate the difference between Depreciation at six per cent. 
yearly on the original value of Plant and Machinery without 
deduction, and seven and a half per cent. yearly on the value 
remaining after deduction of the previous year’s charge—say 
at the end of six years on $100,000.00. Which would you advise? 

A and B purchased from the executors of C a business for 
which they paid $10,000.00 in excess of the estimated assets 
taken over. Where would the $10,000.00 appear in A and B’s 
Balance Sheet at the end of the first year’s trading and what 
would it represent? State whether or not you would consider 
it necessary or desirable that any part of the $10,000.00 should 
be written off annually, and give your reasons. 

Irrespective of the independent audit by a certified public 
accountant, how would you endeavor to organize the financial 
arrangements and the system of bookkeeping of a large firm or 
corporation so that there might be the best internal check 
possible? 

A corporation is formed to purchase and amalgamate the 
businesses of three firms carrying on the same class of business. 
There are considerable differences between the capitals, the 
gross sales, the working expenses and the net profits of the three 
firms. The amount to be allotted to each firm in shares of the 
corporation for its capital and good-will is agreed to be referred 
to you. State what points would have to be considered by you 
before issuing your report. 

State shortly what you understand by Cost Accounts, and ex- 
plain how the profit or loss on any specific contract may be 
arrived at under a proper system. 

There is one feature of Accountancy questions which many 
students find puzzling, and that is the fact that (to put it as 
simply as possible) the same word does not always mean the 
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same thing, e.g., a “reserve fund,” or the term “plant.” This 
arises from the somewhat primitive condition of the nomencla- 
ture and terminology of the science. Rome was not built in a day, 
and the nomenclature and terminology of older sciences, such 
as botany, for example, are the result of many years of testing 
and trying by some of the finest intellects the world has known. 
Even now it is said there is no very accurate system of nomen- 
clature of colors in general use, the most accurate plan for 
scientific purposes being to refer to a portion of the solar 
spectrum by giving the distance between any two of the lines. 

The matter of accounting definitions, however, is, I under- 
stand, to be shortly considered by the American Association of 
Public Accountants. 


Practical Accounting. 


I think the experience of the different examiners in the 
different states will be that more candidates fail in Practical 
Accounting than in any other of the subjects. There must be, 
of course, a reason for this and this reason we will endeavor to 
discover. 

These papers consist of accounting problems, any of which, 
in principle, may arise in actual practice, and the candidate is 
required to work out a correct solution, or one as nearly correct 
as he can accomplish. The questions are a statement of facts, 
more or less complex, and it is required, given this basis, that 
the answers shall show the results which must be reached from 
the original data, and these results are expressed in the technical 
form and language of accounting, and generally by the use of 
figures. Moreover, a very important condition, the solution 
must be arrived at within a given time, which the candidate not 
infrequently thinks is too short. 

The failures, then, may be said to arise either from a mis- 
apprehension on the part of the candidate of the facts stated, 
or, if he should clearly understand these, from his inability to 
give the results required in technical form and language in the 
period allotted. The questions are various in length and usually 
take from half an hour to an hour to work. Perhaps one reason 
why candidates more often complain of the shortness of the time 
allowed in this paper than in the others is because here there is 
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less scope for surmising and theorizing, many of the answers 
being susceptible of a measure of proof by the candidates them- 
selves. 

In order, then, that the candidate may successfully pass 
through this arduous part of his ordeal, he must, in the first 
place—given the natural aptitude, a most important reservation 
—have acquired the ability to grasp quickly a certain statement 
of facts, and possibly a complicated statement. If he cannot 
learn to do this, he has mistaken his vocation. We see con- 
stantly, in the case of successful lawyers, what a pronounced 
and important part of their mental make-up this power is, and 
we also find it in successful physicians. The accountant, then, in 
this particular, is only required to do that which is a sine qua 
non in other professions. I believe that this power and habit 
generally originate in the training one receives in matters of 
general knowledge. “As the clearness of our conceptions chiefly 
depends upon the carefulness and accuracy of our observing and 
comparing faculties, so their appropriateness, or rather the 
chance we have of hitting upon the appropriate conception in 
any case mainly depends upon the activity of the same faculties. 
He who, by habit grounded on sufficient natural aptitude, has 
acquired a readiness in accurately observing and comparing 
phenomena will perceive so many more agreements, and will 
perceive them so much more rapidly than other people that the 
chances are much greater of his perceiving in any instance the 
‘agreement on which the important consequences depend.” 
(Mill’s Logic, Book IV, Chap. 2, Par. 5.) 

Now, we will assume the necessary natural aptitude and pre- 
liminary mental training and ask ourselves what course the 
student would best follow in his application of these things to 
the matter in hand. 

He should remember that while a bookkeeper’s experience is 
usually limited to the data of a particular enterprise, a public 
accountant’s knowledge must embrace those of many, and that 
it is, therefore, of the highest importance that he should be 
thoroughly grounded in fundamental principles, and that study 
of the literature of his profession, of which I have spoken, will 
be here of the greatest help to him. As an essential part of his 
practical training, the student should obtain as many as he can of 
the papers that have been set in the different states (most of 
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which are published), and especially those of his own state, and 
work the problems. He will find a book recently written by 
Mr. Leo Greendlinger, M.C.S., and published by the Accountancy 
Publishing Company, 32 Waverly Place, New York, of the 
greatest service to him, as also the Journal of Accountancy 
Magazine, and those works on bookkeeping and accounts to 
which I have already referred. 

Herbert Spencer said that accounting problems were as good 
training for the mind as mathematics, and the student will find 
that with continued practice his brain will become more per- 
ceptive and more agile, and his familiarity with the technique 
of the method of statement will increase. It goes without saying 
he should never leave a problem as long as there is anything 
in it he does not understand. 


I am satisfied that many candidates who would otherwise 
pass fail in this paper through a certain grave defect in their 
training. When the candidate commences with his problems he 
should go slowly, but some months before the examination he 
should attempt to put on speed, until at least a month before the 
appointed time he should have satisfied himself that he has so 
quickened his pace that he is fully up to the examinational 
standard, and when he begins this process of acceleration he 
should habitually work with his watch in front of him. 


A gentleman who passed second in all England the final ex- 
amination of the English Institute told me that some time before 
the date set he went to one of the leading coaches in the country 
for training. His coach said to him, “Now, at first I don’t want 
you to attempt to work too fast, but I do want you, in the case 
of every paper, to note on it the time it takes so that I may see 
the progress you are making; and I shall expect to find that 
before I have finished with you the time standard required in 
the examination will be reached.” If any of you have ever 
learned to fence, you will remember how awkward at first were 
your movements, and how far removed from the finished per- 
formance of your master, yet the difference between yourself 
and him was in time narrowed by practice. 


Since an accountant must be familiar with many businesses, 
the problems he studies and works should cover a wide range 
and I would suggest these: 
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Trading and Profit and Loss Accounts, and Balance Sheets 
from Trial Balances; Partnership Accounts, which suggest many 
nice problems; The Conversion of Trading Firms into Corpo- 
rations; Corporation Accounts; Joint Adventure Accounts; The 
Amalgamation of Businesses; Head Office and Branch Ac- 
counts; Professional Practitioners’ Accounts and accounts gen- 
erally dealing with revenue from other than commercial sources ; 
Bankrupts’ and Insolvents’ Accounts; Statements of Affairs and 
Deficiency Accounts; The Accounts of Executors and Adminis- 
trators; Municipal Accounts; Bankers’ and Insurance Com- 
panies’ Accounts. 

If this seems a long list, we must remember that from time 
to time questions relating to one or the other of these subjects 
have been set, and we must not have a weak place in our harness, 
as my experience in examinations has been that the things we 
don’t get up are often the things we get. 

To sum up, then, we require: 

(a) Natural aptitude and general mental culture. 

(b) A wide knowledge of the literature of the profession. 

(c) A thorough grounding in fundamental principles. 

(d) As many problems as we can obtain, extending over as 
wide a range of subjects as possible. 

(e) A thorough understanding of these. 

(f) The recognition of the importance of the time element 
in training. 

_(g) Before the examination a good night’s sleep, and our 
courage screwed to the sticking place. 


(To be continued.) 
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EDITORIAL 
The Income Tax Amendment. 


Whatever may be the fate of the income tax amendment to 
the Federal Constitution, it is having the good effect of setting 
the American people to thinking about the important subject of 
taxation. Although this subject touches the pocket-book of 
every citizen, it has never been a matter of general or popular 
debate. The tariff, indeed, has been discussed, but as a pro- 
tective measure, not as a tax. Money, banking, trusts, the 
regulation of railways, municipal ownership, the evils of corpo- 
rations, stock watering, speculation—these topics have been 
debated for a good many years, and with regard to them every 
well-informed citizen has pretty positive opinions, if not convic- 
tions. About taxation, however, the average man knows little 
and cares little. He does not like to pay taxes, nor even to think 
of them. 

THE JouRNAL is fortunate in being able to print in thisnumber 
the able and interesting speeches delivered before the New York 
Economic Club at its March meeting. The subject was the 
pending amendment to the Federal Constitution permitting an 
income tax. It should be noted th2t a man who is in favor of the 
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income tax on general principle may nevertheless be opposed to 
the”pending amendment. The debate, therefore, does not treat 
specifically of the advantages and disadvantages of the income 
tax. The speakers on the negative object to the pending amend- 
ment, not because it would give Congress the power to levy an 
income tax, but because it would give power to levy such a tax 
without apportionment among the states according to popula- 
tion and without regard to the source from which a man’s income 
may be received. The amendment in its present form, it is 
urged, would give Congress power to tax incomes received from 
state and municipal bonds, and such a tax, it is claimed, would 
lessen the market value of such bonds, and might even render 
them unsalable excepting at very low prices. 

To the reader who wants more light than he can get from these 
addresses we would recommend Professor E. R, A. Seligman’s 
article on “The Income Tax Amendment,’’ in the Political 
Science Quarterly for June, 1910. In this article Professor Se- 
ligman argues that Governor Hughes was mistaken in his inter- 
pretation of the legal force of the amendment, and then states 
the economic and legal reasons in its favor. In his opinion “‘the 
amendment declares that an income tax can henceforth be levied 
without apportionment, no matter what the source may be; 
that is, no matter whether the source is one that at present 
necessitates apportionment or one that at present does not ne- 
cessitate apportionment.’”” When the amendment states that the 
government shall have power to levy a tax ‘‘on incomes, from 
whatever source derived, without apportionment,” chief empha- 
sis is to be put upon the words “without apportionment,”’ and 
not on “from whatever source derived.’”’ In support of his 
opinion Professor Seligman cites decisions of the Supreme Court 
of the United States showing that it has held certain kinds of 
income taxes to be indirect and others direct, and the latter have 
been held to be unconstitutional unless they were apportioned 
among the states according to population. Furthermore the 
Supreme Court has held that no state legislature has the power 
to tax government bonds, and has declared that state and mu- 
nicipal bonds are not taxable even by the United States, for, as 
Chief Justice Marshall said in the case of McCulloch v. Mary- 
land, ‘‘the power to tax involves the power to destroy.’’ Or to 
quote from the Supreme Court decision in Collector v. Day, 
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given in 1870, which held that the income tax was unconstitu- 
tional so far as applied to the salaries of state judicial officers: 
“it is admitted that there is no express provision in the Constitu- 
tion that prohibits the general government from taxing the 
means and instrumentalities of the states, nor is there any pro- 
hibiting the states from taxing the means and instrumentalities 
of that government. In both cases the exemption rests upon 
necessary implication, and is upheld by the great law of self- 
preservation.” 

However one may feel with regard to the pending amend- 
ment, there can be no question that the Congress of the United 
States ought to have the power of imposing an income tax even 
though such tax is not levied in ordinary times. It is exceedingly 
desirable that the government shall be able in an emergency 
to raise funds by taxing the incomes of its citizens directly. 
The objection that it would bear heaviest upon the Eastern 
states, and especially upon New York City, ought to have no 
weight with loyal citizens. The Eastern cities draw the lion’s 
share of their incomes from the Great West and South, and the 
men who enjoy these incomes should contribute to the support 
of the government in proportion to their ability. 


Deluded Old School Accountants. 


On another page we publish a circular letter sent by the In- 
terstate Audit Company of Chicago to a well-known business 
firm of that city. Accompanying the letter is a schedule of 
charges, ranging from $5 to $20 a day. We hope that our read- 
ers will examine this letter with care, for it illustrates concretely 
just what is going to happen to the accounting profession unless 
its standard of ethics is maintained. The accountants of the 
‘old school’’ who have a ‘“‘mistaken idea that they are practicing 
a profession”’ will, as this letter says, prove to have been ‘‘delud- 
ing themselves” if they lower their own standards in order to 
meet the competition of the ‘‘high grade bookkeepers” who are 
soliciting business under the name of an audit company. 

The law does not protect a profession against assaults of this 
kind. We regret, furthermore, to have to admit that there 
are certified public accountants who believe that accounting is 
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merely a business, and that the men engaged in it are justified in 
obtaining customers by any method known to commercial prac- 
tice, whether by direct solicitation, by advertisement, or by un- 
derbidding and belittling their rivals. Fortunately. however, 
the membership of our state societies of certified public account- 
ants and of the American Association of Public Accountants is 
practically a unit in opposition to all practices that savor of com- 
mercialism and tend to degrade the profession. Many business 
firms, knowing that only cheap men seek to get business by cheap 
practices, feel only contempt for an accountant who offers them 
an audit at half price. The profession is young, however, and 
this Chicago audit company, if it is lavish in the use of postage 
stamps, will doubtless find some employment for its bookkeepers. 
That is a matter, however, of small consequence, We do not, 
on behalf of the profession of accounting, begrudge them any 
business they get, but we do think something ought to be done 
to protect the profession against the evils of quackery. Ac- 
countancy as a young profession needs all the advertising it 
can get; the professional accountant needs none at all. 

THE JOURNAL urges, therefore, that the state societies begin a 
campaign of publicity,and do their utmost to let the public know 
the distinction between accounting and bookkeeping, and why 
one is a profession and the other a trade or business. In the 
furtherance of this campaign THE JouRNAL will be glad to hear 
from accountants in all parts of the country,and to receive from 
them, not discussions of the theory or standard of ethics, but 
concrete instances which in their opinion constitute violations 
of the standards already attained. We may thereby help edu- 
cate business men, and possibly also shame some of the ‘‘com- 
mercial’ accountants into a sense of their professional obliga- 
tions. 





Minnesota Board of Examiners. 


The membership of this Board has been entirely changed since 
January 1st. On that date the term of Mr. Ralph B. Webb expired and 
he was succeeded by Benjamin Franklin, Jr. Mr. F. A. Ross resigned at 
this time and was succeeded by J. Gorden Steele as was announced in the 
Journal last month. Subsequently Mr. H. M. Temple resigned from 
the Board and he has been succeeded by Mr. Harry W. Mann. We 
understand that the latter is not a public accountant but occupies a 
position of bookkeeper for a wholesale mercantile firm. 
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Accounting at Your Own Price. 


We print below copy of a letter recently received by a prominent busi- 
ness house in Chicago: 


Gordon H. Somers, C. P. A., Manager 
INTERSTATE AUDIT COMPANY 


Cuicaco, March 21, 1910. 


Dear Sirs: When you have occasion to employ Accountants or Au- 
ditors why not get the best service obtainable, particularly when it can 
be had for less money than you have been paying? 


A Professional Accountant or Auditor is nothing more than a high 
grade Bookkeeper. Did you ever know a Bookkeeper who was worth 
$60.00 or $90.00 a week? Then, why pay such prices for service of, often- 
times, doubtful value? 


Here’s the reason; the Accountants of the old School have a mis- 
taken idea that they are practicing a Profession, that they are in the 
same class as Lawyers and Doctors, deluding themselves with the theory 
that it is unprofessional to solicit business, that it should come to them. 
The result is, they work sometimes, loaf most of the time, and when they 
do get a job, charge enough to make up for lost time and vacations. 


The INTERSTATE AUDIT COMPANY is conducted on strictly 
commercial principles. We solicit business, advertise for it, make a price 
based on the nature and value of the Service required, charge only for the 
actual time employed, are satisfied with a small profit on each job, do 
business on a wholesale scale and render Service that is seldom equalled 
but never excelled. 


We make the best looking report you ever saw (we'll show you a 
sample and let you judge for yourself), our work is as good as it looks 
(any of our customers will tell you that). 


We enclose herewith, a Price List (we’re the only concern in existence 
that publishes one). If you prefer a Flat Price, we would be pleased to 
give you a figure for a Monthly, Quarterly, Semi-annual or Annual Audit. 


If you want to find out anything about us, don’t ask our competitors. 
Ask the business men. 
Don’t you think it would be to your interest to patronize us? We 
would be pleased to do your work and hope we may hear from you. 
Very truly yours, 
INTERSTATE AUDIT COMPANY, 
(Signed) G. H. Somers, Manager. 
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COPY OF ENCLOSURE 


Telephone Central 1852 


INTERSTATE AUDIT COMPANY 
Chartered under the laws of Illinois 
140 Dearborn Street, Chicago 


SCHEDULE OF CHARGES 


er i OG I Picks oo o's ccc casas cdicnsceds $5.00 per day 
Checking Postings, Verifying Footings and Proving Trial 
tt skint esehaedbeenntepaete ama ann-eae $5.00 per day 


Work of the above nature is not an Audit and we certify 
only to the clerical correctness of the Accounts. 
Verifying Cash on Hand and Proving Bank Account......$6.50 per day 
Work of the above nature is a Verification of the Cash on 
Hand and an Audit of the Bank Account, and we cer: 
tify to the correctness of both. 
General Auditing, Analyzing Accounts, Making up Finan- 
cial Statements and Profit and Loss Accounts...... $7.50 per day to 
$10.00 per day 
Work of the above nature is a thorough Audit of the Accounts and 
we certify to their correctness in all respects. 
Designing and Installing Systems of Cost and Accounting.$15.00 per day 
Special Examinations and Certification of Property Values, 
Earning Capacity, etc., and making such Statements 
as are required for the purpose of Bond Issues, In- 
CED GE Gy Gin hve ce ctb ctwdeianccccmses $20.00 per day 
The above charges apply only to pe and suburbs. In all other 
Cities Hotel Bills and Traveling Expenses will be added. 


This Is More Modest. 


The following circular letter illustrates the methods employed by a 
New York Audit Company: 
New York, March 12, 1910. 
Dear Sir: All things come to him who waits. We have all been 
waiting on prosperity, do we not see it coming? Providence has again 
furnished good crops. 
If our services show the causes of adversity, they certainly contribute 
to prosperity. 
Our services consist of: 
All kinds of skilled auditing. 
Money saving systems of account. 
The time of an expert for one or more days to advise as to 
methods. 
Engineers’ appraisals of land, buildings, machinery, equip- 
ment, etc. 
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Engineers’ investigations, reports and recommendations as to 
properties and plants. 

Your time is valuable, but it would be worth while to consider, our 
helpfulness. No charge for going to see you. We quote lump prices 
for work. 

A stamped envelope herewith for reply. 

Yours very truly, 





President. 


State Board of Accountancy Established in Virginia. 


The State Legislature of Virginia recently passed a bill providing for 
the establishment of a State Board of Accountancy, which should have 
the duty of examining candidates and issuing certificates to those duly 
qualified for the profession of public accountant. The bill was signed 
by Governor Mann on March 17 and the following board was appointed 
by him: 

Joseph Stebbins, of South Boston. J. A. C. Chandler, of Richmond. 
W. P. Hilton, of Norfolk. W. McK. Evans, of Richmond. George A. 
Mahon, of Lynchburg. 

Mr. Stebbins is the lawyer member of the board, Dr. Chandler the 
educator and the other three were recommended by the Virginia State 
Accountants of which Mr. Hilton is president. 

The members of the new board are to receive traveling expenses and 
$10 per day while engaged in the work of examining applicants for 
certificates as certified public accountants. All persons desiring to take the 
examination must pay $25. If they fail to appear at the examination they 
may take the next examination by paying $10 extra—$35 in all. Any person 
who should seek to call himself a certified public accountant in Virginia 
without a license from the State Board will be subject to a fine of from 
$100 to $500. 

The provisions of the act in regard to the qualifications of candidates 
for the examinations are similar to those in other states. The bill in its 
complete form is as follows: 


A BILL 


To establish a State board of accountancy and prescribe its duties and 
powers; to provide for the granting of certificates to accountants who 
qualify under the provisions of this act, and to provide a penalty 

for violation of this act. 


Be it enacted by the General Assembly of Virginia, That there is 
hereby established a State board of accountancy, to consist of five members 
to be appointed by the governor; one member shall be a practicing attorney 
in good standing in any of the courts of this State, and he shall hold office 
for the term of three years and until his successor is appointed and 
qualified; one member shall be an educator who has received the degree 
of LL. B. or LL. D., and he shall hold office for the term of three years 
and until his successor is appointed and qualified; the other three mem- 
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bers shall be practicing public accountants who have been actively engaged 
in such practice on their own account for at least three years next preced- 
ing such appointment; and they shall hold office one for the term of three 
years, one for the term of two years and one for the term of one year, 
as designated by the governor in his appointment; and, upon the expira- 
tion of each of the said terms, a member shall be appointed for the term 
of three years, but after January first, nineteen hundred and eleven, all 
accountants appointed to serve on this board must be holders of C. P. A. 
certificates under the provisions of this act. Any vacancies that may 
occur from any cause, shall be filled by appointment to be made by the 
governor for the unexpired term. 

Any citizen of the United States (or person who has duly declared his 
intention of becoming such citizen), being over the age of twenty-one years 
and of good moral character, residing or having an office in the State 
of Virginia, who shall, as hereinafter provided, receive from the Virginia 
State board of accountancy a certificate of his qualifications to practice 
as an expert public accountant shall be known and styled as a “certified 
public accountant,” but no other person, nor any corporation, nor any 
partnership, all the members of which have not received certificate, shall 
assume such title, or the title of “certified accountant” or “chartered ac- 
countant,” or the abbreviations “C. P. A.,” or “C. A.,” or any other words, 
letters or abbreviations tending to indicate that the person, firm or 
corporation so using the same is a certified public accountant. 

Examinations of persons applying for certificates under this act shall 
be held in Richmond at least once in every year, or oftener in the discre- 
tion of the board. The subjects in which applicants shall be examined are 
(1) theory of accounts; (2) practical accounting; (3) auditing and (4) 
commercial law as affecting accountancy. 

No person shall be permitted to take such examination unless he shall 
have been practicing on his own account as a public accountant for at least 
one year, or shall have been employed in the office of a public accountant 
as an assistant for at least two years, or shall have been employed as a 
bookkeeper for at least three years. 


Applicants not presenting proper credentials showing that they have 
received a general education equivalent to a public high school course 
of recognized standing, may be required, in the discretion of the board, 
to pass a preliminary examination in the subjects embraced in such high 
school curriculum. 

All examinations being provided for shall be conducted by the State 
board of accountancy. The time and place of holding examinations shall 
be duly advertised for not less than three consecutive days in at least 
one daily newspaper published in Richmond, one published in Norfolk 
and one published in Lynchburg, not less than thirty days prior to the 
date of each examination. 

The board may make all needful rules and regulations regarding the 
conduct and scope of the examinations, the method and time of filing 
applications for examination and all other rules and regulations necessary 
to carry into effect the purpose of this act. 

The board may, in its discretion, waive the examination of any person 
possessing the qualifications stated in section two of this act, who 

(1) Is the holder of a C. P. A. certificate issued under the laws of an- 
other State, which extends similar privileges to certified public accountants 
of this State, provided the requirements for said degree in the said State 
-_ in the option of the board, equivalent to the requirements in this 

tate ; 

(2) Is the holder of a degree of certified public accountant or char- 
tered accountant or the equivalent thereof issued under the laws of any 
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foreign government, provided the requirements for said degree are, in the 
option of the board, equivalent to requirements of this State; 

(3) Has, for at least one year next preceding the date of his application, 
been practicing in this State on his own account as a public accountant 
and who shall apply in writing to the board for such certificate within 
six months after the passage of this act. 

The board may revoke any certificate issued under this act if the holder 
thereof (1) shall be convicted of felony, or (2) shall be declared by any 
court of cornpetent jurisdiction to have committed any fraud, or (3) shall 
be declared by any competent court or commission to be insane or 
otherwise incompetent, or (4) shall be held by this board to be guilty 
of any act or default discreditable to the profession; provided that written 
notice of the cause of such contemplated action and the date of the hear- 
ing thereon by this board shall have been mailed to the holder of such 
certificate at his last known address at least twenty days prior to such 
hearing. At all such hearings the attorney general of this State or 
one of his assistants designated by him, shall sit with the board with all 
the powers of a member thereof. 

The board shall charge each applicant a fee of twenty-five dollars 
($25.00) for the examination and certificates provided for in this act, 
which fee shall be payable at the time of application. 


In case of the failure on the part of any applicant to attend the 
examination at the date specified by said board, or to pass a satisfactory 
examination, said applicant may appear at the next examination of said 
board for re-examination upon the payment of the further sum of ten 
dollars ($10.00). 

From the fees collected under this act, the board shall pay all expenses 
incident to the examination, the expenses of issuing certificates, the travel- 
ing expenses of members of the board and their compensation while 
performing their duties under this act; provided that no expense incurred 
under this act shall be a charge against the funds of this State. Any 
surplus of receipts over expenses shall, at the end of each year, be 
deposited by the treasurer of the board with the State treasurer to the 
credit of the State’s general fund. 

The members of this board shall be paid an amount not exceeding ten 
dollars ($10.00) per day to each member for the time actually spent and 
also all necessary traveling expenses incurred in the performance of his 
duties under this act. 

The board shall report annually to the governor the number of certifi- 
cates issued and the amounts of receipts and expenses under this act. 

If any person represent himself to the public as having received the 
certificate provided for in this act, or if he shall advertise himself a 
certified public accountant, or use the initials C. P. A. or otherwise 
falsely hold himself out as having qualified under this act, without having 
actually received a certificate from the State board of accountancy, or 
if, having received such certificate, he shall continue to practice as a 
certified public accountant after said certificate has been revoked; or if 
any person shall otherwise violate any of the provisions of this act, he 
shall be deemed guilty of a misdemeanor, and upon conviction thereof 
shall be fined not less than one hundred dollars ($100.00), nor more than 
five hundred dollars ($500.00), or imprisoned for not less than one 
month or more than six months, or both, in the discretion of the court. 

Nothing herein contained shall be construed so as to prevent any 
person from being employed as a public accountant within this State. 

All laws or parts of laws in conflict with the provisions of this act are 
hereby repealed. 
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Epitep By LEE Ga.Litoway, Ph.D. 


ESTATE ACCOUNTING. By Baugh and Schmeisser. Published by 
M. Curlander, Baltimore. Price, $4.00. 

A book professedly written for accountants, lawyers, executors, ad- 
ministrators and trustees should not be judged strictly from the view- 
point of either the lawyer or the accountant. The average executor, 
administrator, or trustee needs a Baedeker and needs it badly. Perhaps 
most of them are not so lax in their methods as the executor who, the 
Court said, “kept no regular account of receipts and expenditures, but en- 
tered the same from time to time in small pocket memorandum books, 
many of the entries being made with a lead pencil, and portions of them 
having become so far obliterated as to require the aid of a magnifying 
glass in order to decipher the same.’’ But there are far too many fidu- 
ciaries reminded by courts that “‘the only way to avoid the suspicion of 
dishonesty is to be able to show at any time each and every transaction 
accurately.’’ Consequently a practical book which will direct them 
through most of the ordinary transactions of their work should be heartily 
received and such a book is this one. 

The few writers on the subject have usually approached the work 
from the viewpoint of the man who is about to prepare an account for 
presentation to the Court. While this is probably the engagement most 
often given the accountant, he sometimes is called upon at the outset of 
administration and thus has before him the problem of current work. 
This book deals with estate accounting in its entirety and thus is sug- 
gestive at whatever stage of the proceedings the accountant may be 
called upon. 

The general scheme of the book is excellent. An outline of the law 
and the practice in the common situations, and in some that are not so 
common, precedes a detailed description of the accounting methods re- 
quired therein. The law and the practice are given the accountant, the 
accounting machinery revealed to the lawyer and both made reasonably 
clear to the layman. It is for the benefit of the last that certain practical 
suggestions are given, whjch belong rather to the business college than to 
the professional world. For instance, in section 81, on page 39, one is 
told that ‘accounts should be neatly ruled, and if there is a balance to bring 
down, do not forget it, because if you do your final trial balance will not 
come out right’’; after such naivete one is not surprised to find fur- 
ther primary grade suggestions throughout the book and finally, in sec- 
tion 479, to be told to make entries ‘‘neatly and do not try to crowd.” 

The book gives a consistent scheme of accounts for the representative, 
even including some suggestions as to the closing of the books kept by 
decedent in his lifetime. In section 479 is found the key to the author’s 
treatment of the accounting work, “avoid short cuts to save entries.” 
While one may not, perhaps, approve of the system outlined, the book 
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contains at least the most complete exposition of a system that has ap- 
peared in print. It is a matter of regret to accountants that no mention 
is made of other possible systems, for instance, that suggested by Mr. 
Sprague in his Philosophy of Accounts, sections 354-372. Furthermore, 
many accountants approve of greater analysis in the cash book than mere- 
ly the division of cash between executor’s and trustee’s funds. A system 
of accounts should be framed with two ends in mind, first to secure the 
figures required at the termination of the estate with the least possible 
analysis at that time, and secondly to do way with all unnecessary current 
work. A system framed along these lines would not be so dependent upon 
local requirements or so technical as to be beyond the scope of a book 
written for general use. It is in this failure to suggest more than one 
system or at least to point out the general aims of a system, that the chief 
criticism of the book lies. It is, perhaps, in the fact that the book is 
written partly for laymen that the answer to the criticism may be found. 
The mechanical work of the book is practically above criticism, showing 
the most careful proofreading. 

This is the first American book devoted seriously and entirely to a 
field of accounting continually broadening. However much the practic- 
ing accountant might disagree with certain features of the system out- 
lined, the book is one of merit to him and to the lawyer, and of the great- 
est practical assistance to the layman suddenly called upon, without prep- 
aration, to undertake the duties and responsibilities of the fiduciary rep- 
resentative. Haroitp Dupier GREELEY. 


WHEAT FIELDS AND MARKETS OF THE WORLD. Rollin E. Smith. 
Published by The Modern Miller Company, St. Louis, 1908. 


The organization of the wheat industry is divided naturally into three 
parts, the production, the distribution and consumption of wheat. The 
author combines the last two under the term markets, and treats of pro- 
duction under the practical title, wheat fields. Mr. Smith has chosen the 
narrative method of writing, and by doing so he has been able to use dry 
statistics concerning acreage, bushels produced, amount of flour con- 
sumed, etc., etc., in a way that gives the reader these facts and yet does 
not compel him to make a wry face while getting them. Mr. Smith has 
the newspaper reporter’s ability to sugar-coat his statistics. Although 
the author says little about economic theory, the reader soon dis- 
covers that the writer is thoroughly versed in it all. The facts and the 
arrangement of material square with economic doctrine. There are 
many places where a writer gifted only with a keen “realizing sense”’ of a 
situation might have destroyed the value of the book, considered as a 
serious contribution to economic literature. Such opportunities occur 
for example, in treating of the functions of the grain exchange, of the na- 
ture of speculation, of the relation of panics to the financiering of the 
crops movement. 

In only one place does the author seem to have been unhappy in the 
selection of an analogy. On page 297, in arguing for the benefits of the 
“set-off” of contracts as practiced on the Board of Trade, the author says: 
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“But how is it possible to transact such an enormous business in wheat? 
* * * * Just as it was possible for the transfer of checks in the clear- 
ing houses to amount to three billion dollars in one week in 1907, a total 
amount equal to the entire stock of money in the country.’’ So far— 
good. But the conclusion that “‘the purchasing power of actual money 
is not affected by this enormous exchange of credits; neither is the value 
of wheat depreciated by this equally enormous set-off of contracts,”’ con- 
tains a false analogy. For whereas the value of money and hence its pur- 
chasing power is affected by the use of credit, the value of wheat is not 
directly affected by the methods employed in facilitating exchanges of 
ownership. And the difference is here. Every credit instrument or 
device which obviates the use of “‘actual money”’ lessens the demand for 
money, and hence its value and purchasing power is decreased. 

The demand for wheat, on the other hand, is not affected by the clear- 
ing house methods of the Board of Trade. These methods may aid 
greatly in giving free expression to the existing demand, whether natural 
or speculative, and by so doing, lessen the ‘“‘costs of production’’—but 
that is another story. 

The confusion of the effects produced upon wheat value comes from 
ignoring the fact that money gets its value from the demand for its use 
as a medium of exchange, while wheat gets its value from another source. 
Therefore, while the system of exchange may vary the demand for money, 
it does not necessarily affect the demand for wheat. 

The reviewer cannot help calling attention to another statement 
on page 324. It illustrates so well the new point of view, or rather it 
shows the western view of “‘economic justice,’ from a new point. In 
reading the following extract it should be kept in mind that it was only 
a few decades ago that the flour milling industry was located in Roches- 
ter, Buffalo, Cincinnati, etc., as successive centers in its march toward 
Minneapolis and the West. The literature of those days shows that the 
West was very indignant at the pretensions of the East when it com- 


‘plained of lower ,transportation rates for Western flour to New York 


City and other seaboard cities than it was getting. Now the shoe seems 
to be on the other foot, and Mr. Smith voices the present attitude of the 
West to-day. He says: ‘‘Considering the ease of loading together with the 
great cargoes that are carried, it is obvious that cheaper rates can be 
made on wheat than on flour; and as this cannot be regulated by the In- 
terstate Commerce Committee, it gives Eastern millers an advantage 
over Northwestern. As the spring wheat is in demand by Eastern millers 
to blend with their softer wheat, and as they can get it at Buffalo rela- 
tively cheaper than Northwestern millers can deliver flour there, a handi- 
cap is placed upon the Northwestern millers, although they are right 
at the source of supply. In fact, Northwestern milleis are compelled to 
pay a high price for spring wheat—high as compared with all other mar- 
kets—in order to keep the wheat from going down the lakes in a volume 
so great as to actually cripple their business. Whether this great eco- 
nomic injustice can be corrected, is not, of course, a matter to be dis- 
cussed here.” 
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We wonder if the farmer considers it an economic injustice to find a 
wider market for his wheat than is offered by the Northwestern mills. 

The book is one of the most comprehensive and at the same time the 
most readable of its kind that it has been the privilege of the reviewer 
to read. Under Part One all the great wheat producing and wheat con- 
suming countries are treated in detail—yet it is never wearisome. In 
Part Two, the markets of the world are described—not simply in their 
physical organization, but with reference to their relative importance 
as factors in influencing the world’s prices of wheat. The author has 
visited all the places he describes, and as a consequence every page has 
that freshness which information at first hand only can give. But more 
than this, the reader feels continually that the facts are representative, and 
that the author is both an observer and a thinker. The book should find 
a place in every man’s library that is at all interested in market condi- 
tions and the various factors influencing prices. Although devoted to 
wheat, the author’s method is worthy of study since it could be applied 
to other products handled on the world’s markets. 


THE BOOK OF AMERICAN MUNICIPALITIES. Published by The 
Municipal Intormation Bureau, Chicago, 1910. Price, $3.50 net. 


This is the fourth annual edition of the Book of American Municipali- 
ties and contains general information concerning the greater and more 
important American cities brought up to date. Its purpose like that of 
the others of previous years is to furnish a ready reference book of sta- 
tistical information for people interested in municipal affairs, newspaper 
men, financial institutions, city officials, business houses, students, writers 
and so on. There is no doubt but that a publication of this kind whose 
data is collected, compiled and disseminated by a central agency, is a 
valuable thing. It gives a basis for comparisons of statistical data. 
Eighty-three cities are included in the enumeration, and they range from 
New York and Chicago to Middletown, N. Y., and Champaign, Illinois. 
Naturally the two former receive the fullest consideration. The cities 
are arranged according to population. The topics treated of include 
departments of finance, police, water, fire, health, education and so on. 
Other considerations are area, tax rates, streets, lighting, sewerage, gar- 
bage, bridges, viaducts, ferries, public recreation, public buildings, city 
officials, wards, corporate property, and telephone systems. 

The book is simply a collection of statistical data and not a discussion 
of the economic or political status of the city. It aims to present the plain 
statistical facts in regard to American cities and as a reference work it 
ought to be of great value to those interested in such information. Such 
data becomes especially helpful to business men who are contemplating 
a change of location or the establishment of a new enterprise. The social 
and political environment should be quite as influential in shaping the 
judgment when the location is under consideration as the economic sur- 
roundings are. 

The unique method of displaying the advertisement in the book might 
in itself be worth a great deal to some advertiser who is open to suggestion. 
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BUSINESS ADMINISTRATION. By Carl C. Parsons. Published by 
the System Company, Chicago, 1909. 

The attempt has been made by the author to show how the theory 
of business policy works out through practical business administration. 
It is perhaps unfortunate from one point of view that the reader should 
be prejudiced at the very beginning by so broad a statement as “‘Business 
has been reduced to an exact science. There is no more guess work, no 
more inaccuracy.” It is time that writers on business subjects distin- 
guished between the words science and scientific method. The simple 
fact that scientific methods are being applied to the study of business 
problems does not raise that subject into the category of an exact science. 


The fundamental classifications of the functions of a business enter- 
prise made by Mr. Parsons are those of production, accounting and sell- 
ing. ‘The farmer who raises a bushel of turnips, takes them to market, 
sells them, and records the transaction in the back of the family almanac 
has performed all the functions of a business organization.’’ Starting 
with the simplest of forms of ownership, the author shows how the funda- 
mental principles of organization manifest themselves through all the 
styles of control which large production has made so complex. Analyt- 
ical charts are presented which show the relations of the various depart- 
ments as they appear under the three general classifications of produc- 
tion, accounting and selling. Special emphasis is put upon the position 
of auditor. This officer, being given an independent position, is responsible 
only to the executive committee. Another officer taken from under the 
direct control of the department heads is the Comptroller. The author’s 
reason for this is seen in the statement, ‘‘The controller is to act as the 
safety check on a business.” 

The chapters upon Accounting, Loose Leaf and Card Ledgers, The 
Handling of Orders, Credits and Collections are all discussed in such a 
way as to bring out the primary functions of each, in connection with 


' simple, practical systems. The most difficult part of writing upon the 


organization of business is to keep from smothering the essentials in at- 
tempts to show all the various applications of the principles. 

In the chapter upon Traffic and Shipping the author recognizes at 
once the varied requirements of different classes of business enterprises 
and is careful not to define a standard organization for them. He first 
selects the prime considerations involved. These are speed, accuracy 
and economy. And secondly when he has decided upon the essential 
activities of the department, which are checking, packing and routeing, he 
proceeds to show how these activities are carried out in harmony with 
the fundamental requirements. This department is growing in impor- 
tance year by year. The Interstate Commerce Law places upon manu- 
facturers and merchants the burden of finding out for themselves the 
proper rates for carrying freight. This, taken in connection with the 
present effort on the part of every business to extend its market, forces 
the traffic manager into the position of an expert who has not only to as- 
certain existing rates but to obtain freight rates that will permit his firm 
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to compete with the more favorably located firm. Even, to get all the 
rights to which a business is entitled under the complex system of tariffs 
and rulings makes the employment of an expert a profitable thing for the 
shipper. The author has outlined the work of the traffic expert under 
the following headings: New Divisions in Freight Classifications Com- 
bining Class and Commodity Rates; Need of a Tariff Expert in a Business 
House; The Traffic Manager and the Sales Department; The Handling 
of In-Freight Shipments; How Goods are Traced and Claims Filed; The 
Traffic Department and Out-Shipments. In closing this chapter the 
author says: “‘It is a common error to suppose that the office of traffic 
manager or the knowledge that the traffic manager possesses is of value 
only to large shippers. It is equal, if not greater, value to small shippers, 
for two reasons. In the first place nearly all of the special commodity 
rates and the rulings which tend to lower rates operate more easily in the 
interests of the large firms than of the small shippers. Further, the ship- 
pers in small towns are more at the mercy of the railroads and the railroad 
employee than are those in the large shipping centers. 

“In the second place, losses and shortages are as likely to occur in the 
shipments to and from a small shipper as in those of the large shipper, if 
not more so, while the influences which might possibly secure for the 
large shipper some attention to his claim for loss and delay would be 
wholly lacking in the case of the small shipper were he not fortified by 
systems which cannot be evaded. Systematic handling of incoming 
and outgoing freight is the only means which will protect any shipper 
large or small.” 

Other chapters which deserve special commendation are those on Cost 
of Production and the Methods of Paying Employees. No attempt has 
been made to cover all the points which may arise in a discussion of these 
problems. But so clearly have the essentials been kept in mind and so 
logically have they been presented that little trouble should arise, if the 
student masters thoroughly the material given here, when he meets the 
many theories and complicated systems which cost accountants and effi- 
ciency engineers are continually propounding and proposing. 

The book closes logically with a treatment of synthetic records and re- 
ports. All the elements of a business up to this point have been studied 
individually but now they are brought together again and focused at the 
executive’s desk. Without doubt this book is the best balanced book of 
its'kind on the market to-day. No chapter is over-elaborated at the 
expense of another; while the forms and diagrams are all helpful in illu- 
minating the text. A few of the diagrams, however, are spoiled because 
of the small type and indistinct printing. But this is easily forgiven 
when one remembers the many books on similar subjects with their hun- 
dreds of forms which have no bearing upon the subject matter and are 
used simply as space fillers. 
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EpIteD By CHARLES W. GERSTENBERG, Ph.B., LL.B: 


The Legal Department of THz JouRNAL OF ACCOUNTANCY is prepared to rendera 
genuine service to its subscribers and readers, by undertaking to answer legal 
questions submitted to it. These questions, while they may be suggested by the 
problems that arise in the practice oi our correspondents or by the more theoretical 
zsequirements of examination boards, shouid always be stated as to call for single 
propositions of law. Whenever the department receives a query the correet answer 
to which may vary with many possibie but unstated cireumstances. the 


correspondents will be asked to give the details or advised to eonsult local counsel . 


agg oo | prompt replies by the Department will be made by personal communication 
or through the columns of THE JourNnat. Address all communieations to the 
Jourcat or AccounTANcrR, Legal Department, 32 Waverly Place, New York City. 


AUDITOR. 


The general auditor of a corporation will not be permitted to testify 
that so far as he knows ‘‘the company had not earned any dividends,” 
the books of account alone being competent to show this fact. The same 
case, SHELBY vs. New YorkK Steam Co., 121 N. Y. Supp. 6109, illustrates 
the value of care in keeping complete and accurate minutes of all transac- 
tions entered into by corporations. ‘‘The minute book,’”’ reads the 
opinion, “however * * * is evidence both that its contents are cor- 
rect and that, presumptively, proceedings not therein recited did not ac- 
tually occur. It contains no entry of any resolution of the directors 
authorizing a dividend.’”’ (The dividend was alleged to have been de- 
clared twenty years ago.) ‘‘This cast upon plaintiff the burden of proving 
by some survivor that a resolution for a dividend was actually passed, 
although not recorded in the minutes. No such evidence was offered, 
and the fair inference from the statements of defendant’s witness is there- 
fore that the declaration of the scrip dividend was not by the directors, 
but by the president and secretary.” 


BANKRUPTCY. 


The mooted question of whether an infant can become a bankrupt is 
passed upon in the case of IN RE WALRATH, 175 Fed. Rep. 243. The 
infant had regularly applied to be adjudged a bankrupt, which applica- 
tion was granted, but it having transpired on examination that the bank- 
rupt was an infant, a creditor objected to his discharge claiming that the 
court had no jurisdiction. Referring to the Bankruptcy Act, the Court 
says: 

“This was a provable debt, and was proved by this objecting creditor, 
and duly allowed. The act nowhere excepts infants from its provisions 
or benefits. The language is as broad as it could have been made in gen- 
eral terms to include infants, and there is nothing elsewhere in the act 
indicating that they are not included in the language quoted. There is no 
ground of public policy for excluding them, or so construing the act as to 
exclude them, where they owe debts. This court therefore holds that 
Henry L. Walrath, was, although an infant, entitled to the benefits of the 
act, and that he was properly adjudicated a bankrupt. The proceedings 
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had are neither void nor voidable. In re Cari S. Brice, 2 Am. Bankr. 
Rep. 197; 93 Fed. 942; Collier on Bankruptcy (7th Ed.), 96,97, where it 
is said: 

An infant, either petitioning or petitioned against, must appear to have 
capacity toowe. It is yet a mooted question, however, whether an infant 
who has either held himself out and traded as an adult, or who alleges 
only debts for necessaries, cannot be adjudged bankrupt on his own peti- 
tion. The better opinion seems to be that he can. 

This infant in respect to this debt was under no disability. He 
owed the debt, and his property was liable for its payment. Suppose 
he had owed ten debts of the same class and grade, with only property 
sufficient to pay 50 cents on the dollar; is there any good reason why he 
should not have been adjudged a bankrupt, and his property applied in 
payment of all pro rata? Or, should the first one to obtain judgment 
and execution be allowed to sweep the deck, in the very face of the act 
and its declared purpose? Under the act of 1841 (Act Aug. 19, 1841, 
c. 9, 5 Stat. 440), where, as here, infants were not exempted from its oper- 
ation, it was held they were entitled to its benefits. In rE Book, 3 Mc- 
Lean, 317, Fed. Cas. No. 1,637. It is unquestionably true that an infant 
cannot be adjudicated a bankrupt, unless it appears that he ‘owes’ debts. 
The word ‘owe’ means something: That he is now legally liable for its 
payment, and that it may be enforced. This being so, he is entitled to 
his discharge in this proceeding instituted for that purpose; no other 
ground of objection appearing. ‘Any person who owes debts’ is entitled 
to the benefits of the act, and it cannot be successfully contended that an 
infant is not a person.” , 

In Fripay vs. Hatt & Kaut Co. and Toxaway Hore Co. vs. J. L. 
SMATHERS & Co., the United States Supreme Court decided Feb. 21, 1910, 
that a certain company, the Monongahela Construction Co., was entitled 
to the benefits of the Bankruptcy Act, and that another company, The 
Toxaway Hotel Company, was not entitled to the benefits of the act. 
The questions involved arose out of Section 4 of the bankrupt act, as 
amended by the act of February 5, 1903 [32 Stat. at L. 797, chap. 487, 
U.S. Comp. Stat. Supp. 1909, p. 1309], which reads: 

‘“‘Any natural person, except a wage earner, or a person engaged chiefly 
in farming or the tillage of the soil, any unincorporated company, and any 
corporation engaged principally in manufacturing, trading, printing, 
publishing, mining or mercantile pursuits, owing debts to the amount of 
$1,000 or over, may be adjudged an involuntary bankrupt upon default 
or an impartial trial, and shall be subject to the provisions and entitled 
to the benefits of this act. Private bankers, but not national banks or 
banks incorporated under state or territorial laws, may be adjudged in- 
voluntary bankrupts.”’ 

As to the Monongahela Company, the question was, is the corporation 
“engaged principally in manufacturing’? It was conceded that the prin- 
cipal business of the company had been ‘‘making and constructing arches, 
walls, and abutments, bridges, buildings, etc., out of concrete.”” Judge 
Lurton first takes up briefly the history of the statute. He says: 
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“Though British bankrupt acts were in existence from the time of 
Henry VIII. they applied only to ‘traders’ until 1860, when they were 
extended to other persons. Our own original act, that of 1800 [2 Stat. at 
L. 19, chap. 19], applied only to traders, bankers, brokers, and under- 
writers. The act of 1841 [5 Stat. at L. 440, chap. 9] added ‘merchants.’ 
The act of 1867 [14 Stat. at L. 517, chap. 176] extended practically to all 
persons and corporations. That of 1898 [30 Stat. at L. 544, chap. 541, 
U. S. Comp. Stat. 1901, p. 3418] limited the wide application of the act 
of 1867 to the class of business corporations enumerated. Thus it is that 
the words ‘manufacture’ and ‘manufacturing’ have no meaning derived 
from adjudications of any former law.”’ 

On the immediate question as to whether the Monongahela Company 
is engaged principally in manufacture the court holds: 

“The production of concrete arches or piers or abutments is the result 
of successive steps. The combination of raw material—the sand, the 
limestone, the cement, and the water—produced a product which undoubt- 
edly was ‘manufactured.’ This concrete had then to be given shape. 
That required the manufacture of moulds, which remain in place until 
hardening occurs. If the concrete is reinforced, as is the case where great 
strength is required, then the adjustment of the bars of steel within the 
moulds was another step. Do all of these steps, each a step in ‘manufac- 
turing,’ cease to be ‘manufacturing’ because the moulds into which the 
concrete is poured, when in a fluid state, are upon the spot where the 
finished product is to remain? That the operation of making and shaping 
the concrete is done at the place used seems rather a matter of conven- 
“ience, due to the quick hardening in moulds and difficulties of transpor- 
tation. But, as we may take notice, the operation which, in the end, is 
to produce an arch or abutment or pier or house, is not necessarily a 
single operation, but one of successive repetitions of the process. The 
business is not identical with that of a mere builder or constructor who 
puts together the brick or stone or wood or iron, as finished by another. 
If the builder made his brick, shaped his timbers, and joined them all to- 
gether, he would plainly be a manufacturer as well as a builder; and if the 
former was the principal part of the business, he would be within the 
definition of the bankrupt act. To say that one who makes, and then 
gives form and shape to the product made, is not engaged in manufacturing 
because he makes his product and gives it form and shape in the place 
where it is to remain, is too narrow a construction.”’ 

It was held in the Toxaway Hotel Company case that the corporation 
was not engaged principally in trading or mercantile pursuits although 
it maintained two country stores. The same rule was recently applied 
to a restaurant in the case of IN RE Excetsior Care Co., 175 Fed., 294. 


CORPORATIONS. 


How can the organizers of a corporation, who hold the controlling 
stock bind themselves to treat the business of the company in a certain 
way without reference to the corporation laws? A writer in a recent 
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number of the Yale Law Journal (issue of March, 1910, p. 345), suggests 
the organization of a joint stock company to act as holder of the stock of 
the company. The article is worthy of consideration from those who are 
charged with the duty of arranging working contracts amongst the meme 
bers of corporations—persons forming corporations to gain certain advan- 
tages of the corporate form of doing business but who wish te avoid the 
disadvantage of not being permitted freely to contract amongst them- 
selves as to the supervision of the corporation’s business and property. 
A recent case decided by the New Jersey Court of Errors and Appeals, 
Jackson vs. Hooper, 75 Atl. Rep., 568, passed upon a plan entered into 
between two persons by which they attempted to treat a corporation, in 
which they held all the stock, as entirely subsidiary to a partnership 
agreement. It had been agreed that the corporation should be looked 
upon as the mere agency for carrying out the partnership agreement, 
that the directors other than the two parties to the contract should be 
mere “dummies” and that corporate forms should be ignored and the 
business treated generally as a partnership business. The court held 
that the parties could not accomplish their purpose by the means they 
had selected. 

It is claimed, however, that these owners of all the stock were really 
copartners, doing business in corporate form for their own convenience, 
and that a court of equity has the power to control the property and affairs 
of the companies even to the extent of eliminating the corporate functions 
and powers as mere incidents, and wholly disregarding the substantive 
law governing the creation, supervision, and dissolution of corporations. 


‘We cannot subscribe to any such doctrine. An agreement or course of 


dealing by which corporations are organized for the purpose of using 
them merely as agencies or instrumentalities or forms in the couduct of a 
copartnership or joint business, and by the consent of the parties in in- 
terest to be independent of statutory control, cannot be recognized, en- 
forced, or perpetuated by the Court of Chancery in this state. It is fun- 
damental that, no matter how the shares of stock are held, the corporation 
itself is an entity wholly separate and distinct from the individuals who 
compose and control it. The complainant and the defendant, though 
owning the entire capital stock of the two corporations, are not, as ex- 
pressed by Chief Justice Waite in the leading case of Pullman’s Palace 
Car Co. vs. Missouri Pacific Ry. Co., 115 U. S. 587, 6 Sup. Ct. 194, 2c L. 
Ed. 499, “the corporation, in the sense of that term as applied to the man- 
agement of the corporate business or the control of the corporate prop- 
erty.” The law never contemplated that persons engaged in business 
as partners may incorporate, with intent to obtain the advantages and 
immunities of a corporate form, and then, Proteus-like, become at will a 
copartnership or a corporation, as the exigencies or purposes of their 
joint enterprise may from time to time require. The policy of the law is 
to the contrary. If the parties have the rights of partners, they have 
the duties and liabilities imposed by law, and are responsible in solido to 
all creditors. If they adopt the corporate form, with the corporate shield 
extended over them to protect them against personal liability, they cease 
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to be partners, and have only the rights, duties, and obligations of stock- 
holders. They cannot be partners inter sese and a corporation as to the 
rest of the world. Furthermore, upon grounds of public policy, the doc- 
trine contended for cannot be tolerated, as it renders nugatory and void 
the authority of the Legislature—a co-ordinate branch of the govern- 
ment—established by the Constitution, in respect to the creation, super- 
vision, and winding up of corporations. 


EVIDENCE. 


The importance of the subject of Evidence to the Accountant, we 
think, has been grossly and consistently underestimated by students, ex- 
aminers and accountants themselves. Oftentimes examinations are 
made of books for the purpose of preparing to testify in a court of law 
when the rules of evidence prohibit the testimony of the examiner and call 
for the submission of the books themselves. The time spent in examin- 
ing the books is almost entirely wasted. On the other hand occasions 
arise where much time of judge, jury and counsel is wasted because volu- 
minous books are waded through in open court, when, by hiring a com- 
petent accountant, the matter could be simplified by offering to the court 
the result of the accountant’s study of the books. Of course, under what 
is known as the “best evidence”’ rule, the occasions upon which anything 
but the books themselves will be accepted by a court are rare indeed. In 
the case of WasHINGTON Horse Excu. vs. Witson & McCoy, 67 S. E. 
Rep., 35, the Supreme Court of North Carolina held that where it is nec- 
essary to prove the results of examination of the books of a non-resident 
bank, whose business would be stopped if it were compelled to part with 
possession of its books for a time, the results may be proved by a com- 
petent person who has examined the books and without introducing the 
books themselves. 


QUESTIONS FROM SUBSCRIBERS AND ANSWERS. 


1. Can a non-citizen become a C. P. A.? 

A. Licenses to practice the profession of Certified Public Accountant, 
like licenses regulating the other professions and trades, are the subject 
of State laws. In New York, where our questioner lives, the right to prac- 
tice as a Certified Public Accountant is governed by Article 8 of the Gen- 
eral Business Law, which is Chap. 20 of the Consolidated Laws. Section 
80 reads in part: ‘‘Any citizen of the United States, or person who has 
duly declared his intention of becoming such citizen, residing or having a 
place for the regular transaction of business within this State,’’ etc., may 
become a C. P. A. upon complying with the provisions of the statute. 

2. How many judges of the United States Supreme Court are neces- 
sary to constitute a quorum for the conduct of business? 

A. Six judges. 

3. What is the difference between law and equity? 
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A. We do not wish to attempt a precise or exhaustive answer to this 
question, but will try to explain the essential difference in untechnical 
language. English law is built on precedents and when certain facts are 
presented to a law court it is bound by the decisions that have already 
been handed down in similar cases. This system gave rise to many hard- 
ships in special cases where the remedy provided by the law was inade- 
quate, or where justice demanded a preventive rather than a mode of 
redress. In such cases it was the custom of the people to appeal to the 
king as the repository of all justice and his mandates were not restricted 
by the narrow rules built up by the law courts. Appeals of this kind 
were referred to the chancellor, The chancellor’s court or court of chan- 
cery was thus erected to dispense justice in cases where the law courts 
in following their precedents were compelled to work hardships. Gradu- 
ally certain rules were evolved out of the many decisions of the chancery 
courts and certain maxims of equity were promulgated. One of the most 
important of these rules is that equity acts on the person, that is, equity 
enforces its mandates by compelling persons to act or to refrain from acting 
while law acts chiefly on property. If a decree of a court of equity is not 
obeyed the defendant is in contempt and is imprisoned. Law courts 
give money judgments which are enforced by seizing property of the de- 
fendant. Law does not take cognizance of threatened injuries, while 
equity can prevent threatened injuries by the process known as injunction. 
Another peculiarly equitable doctrine is that of specific performance. 
If A and B contract to buy and sell personal property of ordinary character 
and the seller refuses to turn over the property the purchaser can go into 
the market and buy another article of the same kind. The damages can 
be estimated and paid for in dollars and cents. If the contract had been 
in relation to real estate a breach of it could not be entirely satisfied by 
money damages, for the reason that another piece of property just like 
the one involved could not be bought in the market. Only one particular 
site will satisfy the contract. By applying to a court of equity a decree 
can be obtained to compel the owner to execute a deed. It is not neces- 
sary for the property to be within the jurisdiction of the court, for the 
decree is addressed to the person and not to the property. The whole 
subject of trust estates is governed by equitable principles. The institu- 
tion known as receivership is equitable in its origin. In some states at 
the present time and in all States at an earlier time law and equity were 
administered by separate tribunals. At present most States, while still 
recognizing the distinction between law and equity, provide for their 
administration in the same courts. Equitable trials are usually held be- 
fore a judge without a jury. 
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Conpuctep By Leo GreeNnDLinceR, M.C.S. 


Criticism and exchange of ideas will clear many a doubt and at the same time im- 
prove shortcomings. To solve, compare and criticise C. P. A. problems and thereby to 
aid in bringing about a uniform American standard for C. P. A. examinations, is the 
object of this department. With the aid of suggestions and criticisms from the pro- 
iessional brethren, it can undoubtedly be achieved. Inquiries will be cheerfully an- 
swered. 


The following is the fourth problem in accounting set by the Institute 
of Chartered Accountants of Ontario (Canada) at the final examination 
in May, 1907, under the heading “Bookkeeping and Accounts,” with solu- 
tion by W. A. Vine. 


PROBLEM. 


The A. B. Co., Limited, wholesale traders also act as sales agents for 
a manufacturer. 


From the following, arrange their trial balance at the 31st of December, 


1906: 


Capital Account, $25,000; Inventory Account (mdse.), $17,500; Un- 
claimed Dividends, $150; Cash, $475.80; Commissions, $10,341; Goodwill, 
$7,500; General Expenses, $2,142.76; Traveling Expenses, $2,260.84; Bad 
Debts Reserve, $1,250; Accounts Payable, $5,072.38; Advertising, $769.24; 
Salaries, $5,420; Purchases, $49,456.58; Purchases Discounts, $587.39; Sales, 
$56,900.17; Sales Discounts, $2,083.98; Taxes Account, $287.40; Balance 
on credit per Bank Pass Book, $1,000; Bills Payable, $7,021.41; Accounts 
Receivable $14,576.15; Furniture and Fixtures, $1,250; Land and Build- 
ings, $6,000; Outstanding Checks, $1,397.40; Mortgage on Warehouse, 
$3,000; Inventory 31st of December, 1906, $15,000. 


Prepare Trading Account; and assuming the expenses to have been 
incurred in the same proportion that gross profits and commissions bear 
to each other, make out a Profit and Loss Statement showing the result 
of the trading and agency operations separately. 


Prepare a statement showing the percentage of Turnover and of 
Commissions that the total expenses represent, respectively. 
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SOLUTION. 


TRIAL BALANCE OF THE A. B. COMPANY, LIMITED, 


DECEMBER 31, 1906. 





ee OD RNs 5 6 on 060s casndeneesesecndans $6,000.00 
UIE: DU I io v8 haces ove caeierdddinen 1,250.00 
DE wihsdepéibangbesacdeddénssdbanssionksas 17,500.00 
I: Ts. 6 60 i000 dts besoe.rexdcasens 14,576.15 
Bank balance as per pass book................... 1,000.00 
BEE. abd dni hebben eoeae ddee bkaend 4a aie Ce 475.80 
Te eS eee eT N 7,500.00 
SE ics thins cckeeananancesdommes $25,000.00 
Mortgage on land and buildings................. 3,000,00 
EE 7,024.41 
EE, Soars nica nacccbaeiente< dedeckons 5,072.38 
rr 1,397.40 
Sic iicccnsdghsdenaccecaneans 150.00 
BN TN We GOs 05 ob hc cashedesdcecesecneea 1,250.00 
eS a cbc ccndvsecbennebentaddewaver 2,142.76 
SR ib nicasins does tacenbedadbinnaden 2,260.84 
FE SK dn edd is irersesecdeksechecauennese 769.24 
DE WlSh . ace ghe chabedeeigkanabadeeanenenee 5,420.00 
MED cL ddan nchateaddaedddcagda eed eeeneweaie 287.40 
SD, Sdacnndsccienscesnanemmnatewanuadlh 10,341.00 
ee tls eh di als Sieiels ce ea eed ed 49,456.58 
Cian i inns tcnndiguiabeensonsdeds 587.390 
BD -460bbbsnceeess 4echcakessekevensaceananeen 56,900.17 
DG artcckansctenancaniemnannghnacued 2,083.98 
$110.722.75 $110.722.75 
STATEMENT OF PERCENTAGES. 
Proportion of expense applicable to trading...............00-. $2,720.06 
Proportion of expense applicable to agency..............+e00+ 8,160.18 
$10,880.24 


Total expense equal to 19.8485 +. % of turnover amounting to $54,816.19 
Total expense equal to 105.2142 +. % of the commission amounting to 


$10,341.00 
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CoM MENTS. 


It will be noticed that in solving this problem the gross profit has been 
determined in the trading account without taking into consideration the 
selling expenses—advertising and traveling. The assumption in this case 
has been that the advertising as well as traveling expense have resulted 
in sales both for the house and for the agency. If the facts in the 
problem were such as to indicate that the general administration expenses 
only were to be apportioned between trading and agency, the results, of 
course, would be entirely different. The gross profit would then be 
$416.92 and there would not be any net profit from trading, but, on the 
contrary,2 net loss on trading amounting to $1,545.62. The final net profit 
from agency and trading would, of course, be the same, $2,907.76. 

We are also asked in the problem to prepare a statement which would 
show the percentages of turnover and commission that the total expenses 
represent. By dividing the turnover $54,816.19 into the total expense 
$10,880.24 we find the percentage of turnover to be 19.8485+. By dividing 
the commissions $10,341.00 into the total expense $10,889.24 we get a per- 
centage of commission equal to 105.2142+. It is noticeable that no reserve 
has been created for depreciation of buildings or furniture and fixtures, 
nor has there been created any reserve for bad debts. That, of course, 
is due to the fact that the problem does not require us to do it. 

While the problem does not call for any balance sheet, however, to 
prove that the final net profit is correct, we prepare the balance sheet as 
shown on the next page. 

As this is the first time that we print Canadian problems, and knowing 
that our readers are interested enough to compare the Canadian examina- 
tion papers in accountancy with ours, we publish also a paper set by the 
Institute at the same examination under the heading of “Business Inves- 
tigations” for which the time limit was three hours. 

For contrast we also publish an examination paper on “Advanced 
Bookkeeping and Accounts” set by the Chartered Accountants Associa- 
tion of Winnipeg, Manitoba, in May, 1908. 


BusINEss INVESTIGATIONS 
(Ontario) Time, 3 Hours. 


The John Thompson Company, Limited, manufacturers of stoves, are 
burned out. The main building was completely destroyed and the stock 
in trade, machinery, tools, etc., were either wholly destroyed or badly 
damaged. The Insurance Companies settled, through their adjusters, at 
$55,387.51 for the stock in trade; $8,100.00 on buildings and $10,400.00 
on machinery, tools, etc. 

The inventory of merchandise on hand, uninjured, was $24,583.48; the 
salvage value of the injured stock $18,462.50. 
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You are retained by the company to determine the net loss to it by the 
fire, and are handed the following statement, showing the condition of 
business as exhibited by the books as of the date of the fire: 


I GI iinic edad secsaceuccsbacabeas $197,972.54 
OO enn. sc ncnekencacheneeun 12,017.27. 
I SE 6a.4-0c4 stead deteanhs>ctuekbens 20,028.75 
DEE Ad¢400cecenbndnnebentedea vam $777.16 
GEE sdb Seng nnskeeduaesannbnnbetahes 5,286.48 
MEE cekudinsdatdcaaabeaamaend 6,296.14 
EE ccecis soncdascednananeon’ 260.38 
a he ai tit ow ins ea dhdiind aaah 1,314.95 
Interest and exchange................ 4,381.70 
BROMCRMOD Gtr GEAIRD. o.0c 0 ccccsccscses 1,562.45 
Freight and allowances............... 149.49 
Ge Mints ici cad cucheqdeddcenestenebadias 202.50 


EY ME ot. cat ceeenniadenewes 26,333.49 
EE Gp” FR en ene Pm ee 18,263.60 
Ns anton s apn hdebandenekews 147.80 
ic ncn hdeuida ee cebbounbaneans 404.75 
OTTO LE, LEE ETE Pa $ 111,555.96 
DE. voce ccdbasb sen siedbnesiecéedeamebeadel 2,847.71 
SII ‘iets ccsdeaiek thao atc lal ilk da 60,000.00 
Loss and gain (close of last fiscal year.).......... 1,393-39 
I acs. opi pase ah nich aad elena Ah aes aod 145,000.00 
EE, Sita is cinsehanteuebehbbapeahueesesinebat 40,000.00 
Construction acct. (previous fiscal year).......... 5,020.74 
PIE: DE 60a dcahecdheinitdinncsinxecesas 556.58 





$366,374.38 $366,374.38 





The value of the buildings, which were a total loss, was $12,044.24. 
In the land and buildings account it was found that patent rights ($1,500.00) 
had been charged, and Goodwill ($9,986.49); while for depreciation in 
the years during which the business had been running, $10,185.78 had 
been written off the land and building account, and $517.94 on machinery 
and tools. The amount recovered from the Insurance Companies for 
loss to machinery, tools, etc., is found to fully cover the loss on that 
account, 

The company is of opinion that it has good ground for an action 
to recover the difference between. the sum received from the Insurance 
Companies and the replacement or ledger values of the destroyed or in- 
jured property, from a railway company, the sparks from whose shunting 
engine caused the fire. You are required to investigate the business to 
determine the amount of the claim which the manufacturing company 
should make against the railway company. 


77 








The Journal of Accountancy. 


With these facts before you, state in full detail what your procedure 
would be; and work out, as well, the result of your labors, to the point 
of an asset and liability statement, showing necessary journal entries. 

Show the fire loss, divided as between (a) stock in trade, (b) ma- 
chinery, and (c) buildings. 

State also how you would proceed to determine the loss of profit, 
which the Company sustained by reason of the fire, which is to be included 
in the claim to be made against the railroad. 

2. A manufacturing corporation (largely a family affair) is desirous 
of reorganizing, increasing the authorized capital and taking in outside 
shareholders. The practice for a number of years, has been to write off 
large sums, annually, for depreciation; material and labor used in pat- 
terns has always been charged directly to expense; also labor cost of 
installing machinery. You are called in to advise as to the best method 
of returning to the books, the actual asset value of the plant. What 
different methods of procedure are there for accomplishing this end; 
and which would you advise? Give full reasons therefor. 

3. Your client has an option upon the entire capital stock of a gas 
company. A statement has been presented to him setting forth the 
earnings of the company for three years. You are asked to verify the 
statement submitted as to earnings; and to make such further exami- 
nation as is necessary in the premises. Outline your procedure, giving 
full reasons for every step. 


ADVANCED BOOKKEEPING AND ACCOUNTS. 


1. Jones carries on a manufacturing business and the books are 
kept by single entry. The Balance sheet at December 31, 1906, was as 
follows: 


ASSETS: LIABILITIES: 
Es ako ie Spa $20,000 Accounts pay- 
sae 150 able for goods. $35,475 
Pe Ers.6.9.s:0:0's 875 Wages accrued... 750 
Accounts receiv- Capital account $50,000 $86,225 
Saree 25,000 
are 40,000 
Unearned insur- 
eae 200 6$86,225 86,225 








The following are the cash transactions for the year ending December 
31, 1907: 


RECEIVED: PaID: 
Balance Dec. 31, I ornare ohne $142,000 
oe Eee $150 Cass oes eves 100,500 
Pere reer 143,000 ry 20,750 
Customers...... 145,000 $288,150 Expenses....... 7,000 
eee 10,000 
Traveling ex- 

penses....... 2,000 

Private draw- 
Se 5,000 
Insurance...... 800 

288,150 Cashon Hand... 100 $288,150 
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C. P. A. Question Department. 


On December 31, 1907, he owed for goods $30,000.00; for wages 
$2,000.00 and for expenses $250.00. The accounts receivable were 
$28,750.00 and the estimated discount $600.00. The discounts allowed 
during the year were $2,900.00. Depreciation on plant 5%. Prepare 
trading account, profit and loss account and balance sheet, at December 
31, 1907—stock on hand $45,000.00. 


2. From the following trial balance make up a trading account, 
profit and loss account and balance sheet, as at December 31, 1907, the 
stock being $38,956.00. 


OE eee Ter ee TP Ee ee TET et Se ere $180,000.09 
 ciaceaw edn ebegcedacnkadwehvabesethsanbeoeeahes 10,500.00 
pe Se aE ee Pree ears eo ere 5,500.00 
NE id ccadeadesaseeoanecsasesteechons 6,500.00 
SEG das pn padiaesnnsedsdscbpesinnssscddeuebies 800.00 
8 errr rere) Perr rey OTT 540.00 
RIES gy ae OE ray euna- Grae Face arene aes ipararn Gril ne 2,000.00 
i CS OT LE OT EN EOE OE 2,500.00 
PE onan sc cheeseshesdehsradiss nen eeenenend eae ee 1,500.00 
Re Sree rae cur ern rear ate erence are ara Mar orsceryrurats int 225,800.00 
er Oe ee Le renee Tee eS 2,810.00 
EPC ET PCT TT ETT TTT CECE CCC TT eee 22,000.00 
SR ith a diate Ce OR i sina Ack Rigs ae ewe Rae sera 750.00 
I IIR TI oo in i uo honk ke dei Ae bee Oe eee 1,015.00 
pk rae rare wren eerererr eer i 1,500.00 
NE ooo orcs 4c bie daar e-oiaricmnwadagemesnas 1 SiRCR 47,500.00 
I: OE I BO ik isk dee ci nces sdb encesecdecdus 30,215.00 
ea occ neretsehad vend dou Vedsnsewes dageudeseaes 28,820.00 
Sa cctckvesotebdcmdberschensctaaraesener’s 210.00 
EN a pee ee er ere re eee ere 780.00 
GUI 60: 65s ha vnld-<.ds onncesendepeeeenest bs bby 15,000.00 


3. On December 31, 1907, the balance sheet of James Smith & Co. 
showed liabilities $90,000.00 and assets $190,000.00. The books are 
kept by single entry and the balance sheet of December 31, 1906, showed 
the capital to be $98,800.00 of which A’s share was $40,000.00, B’s 
share $33,800.00 and C’s share $25,000.00. Profits as follows: A, % 
B 3s, C \%. During the year A drew $5,000.00, B $4,000.00 and C 
$3,000.00. Interest at 5 per cent. on capital (except drawings). Make 
up statement of profit and loss account and partners’ accounts. 


4. D. & I. Wilson form a partnership to cut timber on a small limit 
which they have secured, sharing profit or loss equally. There are no 
articles of partnership, but D had agreed to finance the business and give 
I credit for $5,000, which he owed him on another transaction. At the 
end of the year the partnership was dissolved and the business wound up, 
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the assets realizing $14,000. The books were irregularly kept, the 
ledger balances being as follows: 


i aca he a oe addin tc whe pW re aan ene RE $10,000.00 
eal Dicer acy 8 Sosa ik ws rhea at aoa Agia: Paria, Aiea a me oe Re 5,000.00 
PE AGnddstnes «eee eusetssdendes'sscepedeseeenaetren 2,500.00 
he ih ae i ict'd de a coo Sai ml ahi ng ocala rah at ac eee an a aa 4,000.00 
chee cui nd ese hhae edie hedhea enn awn pwede 27,687.00 
8 EE FO PE FeO TOE 3,018.00 
Be Ec cccaccundenesssoctianecbbennengneee 7,001.00 
Dit ppececkdedine dnd eset dvedieiheee named nee 1,038.00 
i. nto cone neko caetakanawessddeeennes 5,879.00 


Prepare statement showing partners’ account before and after real- 
ization. 


5. A, B and C carry on business as manufacturers, profits and losses 
being divided in the following proportions: A #, B $ and C3}. The 
partnership expires on Dec. 31, 1907, at which date the balance sheet 
was as follows: . 


ASSETS: LIABILITIES: 

Sundry debtors... . $34,000 Sundry creditors. .$20,000 
Stock in trade..... 25,000 Mortgage and real 
Plant and machin- WI 66 nacco wn 6,000 

Bs ic ennpern ih 12,000 Capital— 
, ere 7,000 A—$25,000 
Unearned _insur- B— 25,000 

ee 420 C— 15,000..... 65,000 $91,000 
Real estate....... 12,000 
Re cite nnense 580 $91,000 








A desires to retire and it has been arranged that B and C take over 
the business on the following conditions: 714% to be allowed off the 
sundry debtors, 10% off stock in trade, 10% off plant and machinery, 
10% off tools, 244% off sundry creditors for discounts, and the real 
estate to be valued at $13,000.00. Make the requisite journal entries 
and post to Ledger Accounts. Make out final balance sheet. 


6. Smith and Jones are in partnership as brokers, profits being 
divided 3% to Smith and % to Jones. Wilson, a clerk, who has been draw- 
ing a salary of $1,500.00 per annum, is admitted into partnership on the 
terms. that in place of salary he shall receive 1-10 of the profits, after 
charging interest on capital, and further that the excess of such share 
over the $1,500.00 shall be charged to Smith. The profits for the year, 
after Wilson’s admission, were $35,000.00, from which has to be deducted 
$1,200.00 interest to Smith and $800.00 interest to Jones. Make the 
division of profits between Smith, Jones and Wilson. 
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